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FINANCIAL HIGHLIGHTS 


Millions of Dollars, Except Per Share Amounts and Ratios 2006 2005 2004 


FOR THE YEAR 


Operating Revenue $15,578 $13,578 $12,215 
Operating Income 2,884 1,795 1,295 
Net Income 1,606 1,026 604 
Per Share— Basic: 5.96 3.89 2.33 
Per Share— Diluted: 5.91 3.85 2.30 
Dividends Declared Per Share 1.20 1.20 1.20 
Capital Investments 2,242 2,169 1,876 
Cash Provided by Operating Activities 2,880 2,595 2,257 
Free Cash Flow (a) 516 234 215 
AT YEAR-END 

Total Assets $36,515 $35,620 $34,596 
Total Debt 6,780 7,416 8,131 
Common Shareholders’ Equity 15,312 13,707 12,655 
Equity Per Common Share (b) 56.68 51.41 48.58 


FINANCIAL RATIOS (%) 


Operating Margin 18.5 13.2 10.6 
Operating Ratio 81.5 86.8 89.4 
Lease Adjusted Debt to Capital (c) 40.2 43.6 45.1 
Return on Average Common Shareholders’ Equity 11.1 7.8 4.8 
Return on Invested Capital (d) 8.2 6.4 4.7 


(a) Free cash flow is defined as cash provided by operating activities less cash used in investing activities less dividends paid. Free cash flow is not considered a financial measure under 
accounting principles generally accepted in the United States (GAAP) by SEC Regulation G and Item 10 of SEC Regulation S-K. For a reconciliation to GAAP, please see Item 7 of 
the 2006 Annual Report on Form 10-K. 

(b) Equity per common share is calculated as follows: common shareholders’ equity divided by common shares issued less treasury shares outstanding. 

(c) Lease adjusted debt to capital is computed as follows: total debt plus net present value of operating leases divided by total debt plus equity plus net present value of operating leases. 
Lease adjusted debt to capital is considered a non-GAAP financial measure by SEC Regulation G and Item 10 of SEC Regulation S-K. For a reconciliation to GAAP, please see Item 
7 of the 2006 Annual Report on Form 10-K. 

(d) Union Pacific Corporation defines return on invested capital as follows: net income plus interest expense plus sale of receivables fees plus interest on present value of operating leases 


less taxes on interest and fees divided by average equity plus average debt plus average value of sold receivables plus average present value of operating leases. Return on invested capital 
is considered a non-GAAP financial measure by SEC Regulation G and Item 10 of SEC Regulation S-K. For a reconciliation to GAAP, please see Item 7 of the 2006 Annual Report 
on Form 10-K. 


Fellow Shareholders: 


Union Pacific today is a company that is committed to improving safety, 


strengthening financial returns, increasing value to our customers, and 


providing critical benefits to the economy of our country and the communities 


where we operate. We achieved a number of milestones in 2006, highlighting 


the value of our franchise and the dedication of our employees. 


Union Pacfic's Growth Strategy 


Our Company is growing. The records we set in 2006 created 
a platform to continue rewarding our shareholders in 2007 
and beyond. Looking ahead, we see even greater growth 
opportunities. Customers need our investment in additional 
rail capacity so they can grow. We move the food, vehicles, 
plastics, coal, lumber and consumer goods that people use 
every day. Our communities are increasingly aware that UP’s 
rail network strengthens their local economies and connects 
them to the rest of the world. 


Our strategy is to enhance the long-term value of our 
company by serving the nation’s growing need for quality 
transportation. We will achieve this strategy by providing 
valued service to our customers, improving the efficiency 
of our operations, leveraging our franchise diversity and 
making growth investments in corridors where we have a 


strategic advantage. 


Strong 2006 Business Volumes 
Lead Record Year 


Our 2006 business volumes started out strong, growing 

4 percent in the first quarter. Seven-day carloadings, a 
measure of our business volume, topped the 200,000 mark 
for the first time ever in June. Our busiest months generally 
are August through October, so setting the carloading record 
in June was significant. With such an early surge in our 


business, the normal fall peak shipping season was expected 


to be even stronger. However, reduced housing starts, cuts in 
auto production and softness in the domestic intermodal 


market slowed the pace of our growth at year’s end. 


Total carloads in 2006 were a record 9.9 million, up 3 percent 
versus 2005. This growth helped each of our six business 
groups set revenue records for the second straight year. 

Our Energy, Intermodal and Automotive groups also set 


individual volume records: 


« Coal-fired plants are the single largest generator of 
electricity in America today. We shipped 194 million 
tons of coal from the Southern Powder River Basin, an 


8 percent increase, to support growing electrical demand. 


¢ Intermodal volumes grew 6 percent, driven by double- 
digit growth in the movement of steamship containers 
carrying consumer goods that Americans need in their 


daily lives. 


¢ UP’s automotive shipments grew 5 percent to a record 
834,000 carloads. With U.S. light vehicle sales declining 
3 percent in the year, growth in automotive is a testament 


to the strength of UP’s auto franchise. 


We also experienced record growth in two emerging 
Agricultural markets. Ethanol and dried distiller grain soluables 
(DDGS), an ethanol co-product used for livestock feed, grew 
nearly 50 percent during 2006. In total, we moved more than 
1.1 billion gallons of ethanol and 1.6 million tons of DDGS. 


Increasing Customer Value 


Operating initiatives aimed at network simplification, 
technology and capital investments drove better service 
reliability and efficiency throughout 2006. Network fluidity, 
as measured by velocity, terminal dwell times and rail car 
inventory, improved across the board while we moved record 
volumes. Our customers recognized the service gains, rating 


us 8 points higher on their satisfaction surveys in 2006. 


Customers also saw the benefits of improved service from 
our Customer Inventory Management System (CIMS). This 
technology solution increases terminal throughput without 
adding physical capacity, prevents congestion and enhances 
service reliability. By the end of 2006, CIMS monitored 
nearly 80 percent of our daily industry volumes. Final 


rollouts will occur in 2007, achieving 100 percent coverage. 


We are increasing customer value through our capacity 
programs as well. Our investments are designed to 
promote safety, service, growth and efficiency. In 2007, 
we are planning a $3.2 billion capital program that 
primarily is targeted at growth. We are committed to 
grow with our customers if the investment is justified 


by the financial returns. 


Safety 


Freight railroads are one of the safest industries in America, 
and were committed to becoming even safer. During 2006, 


we made progress toward that goal. 


One of the challenges the rail industry faces is the growth in 
both train and highway vehicle traffic, which in recent years 
has contributed to a nationwide increase in crossing accidents. 
We are working to reverse that trend with improved crossing 
visibility, technology and education. Both our new and 
current employees use locomotive simulators to help instill 
safe operating practices. We are addressing driver behavior 
through more than 7,000 public education classes, reaching 


over 425,000 citizens to promote greater crossing safety. 


During 2006, rail shipments moved across our network more 
safely as we reduced the frequency of derailments 17 percent 
and the associated expense fell 13 percent. At the core of all 
these efforts is the safety of our employees, which improved 


15 percent. 


In 2007, we are continuing our partnership with Dow 
Chemical, Union Tank Car and the Federal Railroad 
Administration (FRA) on the “Next Generation Tank Car 
Project” to further improve the safety of chemical 
transportation through better tank car designs. We also are 
working with the FRA to conduct two pilot projects using 
Communications-Based Train Control. This technology 
enhances train safety and fuel efficiency through the use of 


GPS and onboard computers. 


UP and the Environment 


In addition to being one of the safest forms of transportation, 
rail is one of the most environmentally friendly. For example, 
railroads are generally three times more fuel efficient than 
trucks, and one intermodal train can take up to 280 trucks 


off our congested highways. 


At UP, we are continually improving our fuel efficiency 
through better locomotive technology, engineer training 
and employee involvement programs, such as Fuel Masters. 
In 2006, we moved, on average, one ton of freight over 

780 miles on a single gallon of diesel fuel - a nearly 30-mile 
improvement over the past two years. This improved fuel 


efficiency saved more than 50 million gallons of diesel in 2006. 


In addition to promoting fuel conservation, greater fuel 
efficiency also reduces emissions. Today, we are teaming 
up with other rails, locomotive manufacturers and 
governmental authorities to develop low-emission 
technologies for application in new and existing models. 
This technology has the potential to reduce emissions in 


new switch locomotives by up to 80 percent. 


Record Financial Results 


Record demand, improved operational efficiency and 
enhanced network safety drove a financial performance in 
2006 that, by nearly every key financial measure, was a 


“best ever” year: 


¢ Operating revenue increased nearly 15 percent to 
$15.6 billion. Core price improvement, fuel surcharges 


and record volume gains all contributed to the growth. 


¢ Operating income totaled $2.9 billion, up more than 


60 percent. 


e Net income increased 57 percent to $1.6 billion. 
e Operating ratio improved 5.3 points to 81.5 percent. 


¢ Free cash flow totaled $516 million after paying 
$322 million in dividends to our shareholders and 
voluntarily adding $150 million to fully fund our 


employee retirement plan.* 


2007 Outlook 


In January, we took additional steps to create value for 

our shareholders with an increased dividend and share 
repurchase program. Our Board of Directors approved a 
17 percent quarterly dividend increase to $0.35 per share. 
The Board also authorized a repurchase of up to 20 million 


common shares to be completed by year-end 2009. 


While we are somewhat cautious about the economic 
outlook at the start of 2007, we remain very optimistic about 
the long-term potential for our Company. We expect very 
strong demand for coal, international intermodal and 
ethanol, but slower housing and auto markets could offset 
some of the growth. Operationally, we expect to move 


increased tonnage across our network with greater efficiency. 


Capacity expansion programs are needed to carry the 
record growth our customers are projecting. Our 
investments are targeted in corridors that support strong 
growth opportunities, primarily in coal and intermodal. 
They also allow us to enhance overall network fluidity and 
efficiency. Customers value the increased service reliability 
that results from more efficient operations. At the same 
time, they understand that today’s transportation rates 


must support investments for future growth. 


We are confident that our business returns will support 
these investments. Our return on invested capital improved 
2.5 points in 2006, to 8.2 percent, and we are focused on 


further improvement.* 


Employees - A Strength of UP 


UP’s employees are at the heart of our efforts to provide 
quality service, improve financial returns and support the 
communities in which we operate. This will continue to be 


true as our workforce changes over the next several years. 


Roughly 25 percent of UP’s current employees are new to 
the Company since 2003. An ongoing priority for 2007 is 
recruiting top candidates with a diversity of experience, 
cultural backgrounds and interests to UP. Through efforts 
such as UP’s Operations Management Training program, 
the U.S. Army’s PaYS (Partnership for Youth Success), 

the Marine Civilian Development Program and college 
recruiting, we hired more than 6,400 new employees in 
2006, and expect to hire another 4,500 in 2007. Recognition 
as a top employer by magazines such as G.I. Jobs, Working 
Mother and LATINA Style provides evidence that UP is an 
“Employer of Choice.” 


Although many long-service employees retired from 

Union Pacific over the past year, most noteworthy was our 
Chairman, Dick Davidson. Dick began his career in 1960 as 
a brakeman working his way through college. His retirement 
from Union Pacific in January 2007 marks the end of a long 
and successful chapter in the Company’s history. We all owe 
Dick a huge debt of gratitude for his leadership and vision in 
helping create today’s Union Pacific. We wish him a long, 


healthy and happy retirement, which is well deserved. 


Iam pleased to welcome two new board members, 

Andrew Card and Thomas (Mack) McLarty. Their varied 
backgrounds and diverse experience will be valued additions 
to our board, and I look forward to working with them in 


the years ahead. 


Coming off a record-setting year in 2006, expectations 
for 2007 are high. We will measure success by how well 
we increase shareholder returns, deliver customer value, 
enhance our reputation in the communities where we 
operate and instill employee pride. Our safety initiatives, 
growth strategy, capital investments, environmental 
initiatives and training programs all are directed at 
achieving these goals. Union Pacific has a great history, 


and we're looking forward to a great future. 


Cs 


Jim Young 


Chairman, President and Chief Executive Officer 


* For reconciliations to GAAP for our 2005 income tax adjusted return on invested capital and free cash flow calculations, please refer to the Union Pacific Web site under Investor Relations. 
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PART I 
Item 1. Business 
GENERAL 


Union Pacific Corporation owns one of America’s leading transportation companies. Its principal operating 
company, Union Pacific Railroad Company, links 23 states in the western two-thirds of the country and serves the 
fastest-growing U.S. population centers. Union Pacific Railroad Company’s diversified business mix includes 
agricultural products, automotive, chemicals, energy, industrial products, and intermodal. It offers competitive 
long-haul routes from all major West Coast and Gulf Coast ports to eastern gateways. Union Pacific Railroad 
Company connects with Canada’s rail systems and is the only railroad serving all six major gateways to Mexico, 
making it North America’s premier rail franchise. 


Union Pacific Corporation was incorporated in Utah in 1969 and maintains its principal executive offices at 
1400 Douglas Street, Omaha, NE 68179. The telephone number at that address is (402) 544-5000. The common 
stock of Union Pacific Corporation is listed on the New York Stock Exchange (NYSE) under the symbol "UNP". 


For purposes of this report, unless the context otherwise requires, all references herein to “UPC”, 
3 » « 


“Corporation”, “we”, “us”, and “our” shall mean Union Pacific Corporation and its subsidiaries, including Union 
Pacific Railroad Company, which we separately refer to as “UPRR” or the “Railroad”. 


Available Information — Our Internet website is www.up.com. We make available free of charge on our website 
(under the “Investors” caption link) our annual reports on Form 10-K; our quarterly reports on Form 10-Q; our 
current reports on Form 8-K; our proxy statements; Forms 3, 4, and 5, filed on behalf of directors and executive 
officers; and amendments to such reports filed or furnished pursuant to the Securities Exchange Act of 1934, as 
amended (the Exchange Act), as soon as reasonably practicable after such material is electronically filed with, or 
furnished to, the Securities and Exchange Commission (SEC). We also make available on our website previously 
filed SEC reports and exhibits via a link to EDGAR on the SEC’s Internet site at www.sec.gov. Additionally, our 
corporate governance materials, including By-Laws, Board Committee charters, governance guidelines and 
policies, and codes of conduct and ethics for directors, officers, and employees are on our website. From time to 
time, the corporate governance materials on our website may be updated as necessary to comply with rules issued 
by the SEC and the NYSE or as desirable to promote the effective and efficient governance of our company. Any 
security holder wishing to receive, without charge, a copy of any of our SEC filings or corporate governance 
materials should send a written request to: Secretary, Union Pacific Corporation, 1400 Douglas Street, Omaha, 
NE 68179. 


We have included the CEO and CFO certifications regarding our public disclosure required by Section 302 of 
the Sarbanes-Oxley Act of 2002 as Exhibits 31(a) and (b) to this report. Additionally, we filed with the NYSE the 
CEO’s certification regarding our compliance with the NYSE’s Corporate Governance Listing Standards (Listing 
Standards) pursuant to Section 303A.12(a) of the Listing Standards, which was dated May 23, 2006, and indicated 
that the CEO was not aware of any violations of the Listing Standards by the Corporation. 


References to our website address in this report, including references in Management’s Discussion and 
Analysis of Financial Condition and Results of Operations, Item 7, are provided as a convenience and do not 
constitute, and should not be deemed, an incorporation by reference of the information contained on, or available 
through, the website. Therefore, such information should not be considered part of this report. 


OPERATIONS 


The Railroad, along with its subsidiaries and rail affiliates, is our one reportable operating segment. Although 
revenue is analyzed by commodity group, we analyze the net financial results of the Railroad as one segment due 
to the integrated nature of our rail network. Additional information regarding our operations is presented in 
Selected Financial Data, Item 6; Management’s Discussion and Analysis of Financial Condition and Results of 
Operations, Item 7; and the Financial Statements and Supplementary Data, Item 8. 
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Operations — UPRR is a Class I railroad operating in 2006 Commodity Revenue 
the United States. We have 32,339 route miles, linking 

Pacific Coast and Gulf Coast ports with the Midwest Automotive 
and eastern United States gateways and providing 10% 
several corridors to key Mexican gateways. We serve the 
western two-thirds of the country and maintain 
coordinated schedules with other rail carriers to move 
freight to and from the Atlantic Coast, the Pacific 
Coast, the Southeast, the Southwest, Canada, and 
Mexico. Export and import traffic moves through Gulf 
Coast and Pacific Coast ports and across the Mexican 
and Canadian borders. UPRR’s freight traffic consists Intermodal 


Chemicals 
14% 


Agricultural 


16% Energy 


20% 


of bulk, manifest, and premium business. Bulk traffic is 19% 

primarily coal, grain, rock, or soda ash in unit trains — Industrial 
trains transporting a single commodity from one Products 
source to one destination. Manifest traffic is individual 21% 


carload or less than train-load business, including 
commodities such as lumber, steel, paper, and food. 
The transportation of finished vehicles and intermodal 
containers is part of the Railroad’s premium business. 
In 2006, the Railroad generated commodity revenue 
totaling $14.9 billion from the following six commodity 
groups: 


Agricultural — Transporting agricultural products, including whole grains, commodities produced from these 
grains, and food and beverage products, provided 16% of the Railroad’s 2006 commodity revenue. With access to 
most major grain markets, the Railroad provides a critical link between the Midwest and western producing areas 
and export terminals in the Pacific Northwest (PNW) and Gulf ports, as well as Mexico. Unit trains of grain 
efficiently shuttle between producers and export terminals or domestic markets. UPRR also serves significant 
domestic markets, including grain processors, animal feeders, and ethanol producers in the Midwest, West, 
South, and Rocky Mountain states. Primary food commodities consist of a variety of fresh and frozen fruits and 
vegetables, dairy products, and beverages, which are moved to major U.S. population centers for consumption. 
Express Lane and our recently inaugurated Produce Unit Train, our premium perishables services that move 
fruits and vegetables from the PNW and California with priority service to destinations in the East, compete with 
the trucking industry. We transport frozen meat and poultry to the West Coast ports for export, while beverages, 
primarily beer, enter the U.S. from Mexico. 


Automotive — UPRR is the largest automotive carrier west of the Mississippi River, serving seven vehicle assembly 
plants and distributing imported vehicles from six West Coast ports and Houston. The Railroad off-loads finished 
vehicles at 38 vehicle distribution centers for delivery by truck to all major western U.S. cities. In addition to 
transporting finished vehicles, UPRR provides expedited handling of automotive parts in both boxcars and 
intermodal containers to several assembly plants. The Railroad carries automotive materials bound for assembly 
plants in Mexico, the U.S., and Canada and transports finished vehicles from manufacturing facilities in Mexico. 
In 2006, transportation of finished vehicles and automotive materials accounted for 10% of the Railroad’s 
commodity revenue. 


Chemicals — Transporting chemicals provided 14% of the Railroad’s commodity revenue in 2006. The Railroad’s 
franchise enables it to serve the chemical producing areas along the Gulf Coast, as well as the Rocky Mountain 
region. Two-thirds of the chemicals business consists of liquid and dry chemicals, plastics, and liquid petroleum 
products. In addition to transporting plastics, customers also leverage UPRR’s storage-in-transit yards for 
intermediate storage of plastic resins. Soda ash shipments originate in southwestern Wyoming and California 
destined primarily for glass producing markets in the East, the West, and abroad. Fertilizer movements originate 
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primarily in the Gulf Coast region, as well as the West and Canada, bound for major agricultural users in the 
Midwest and the western U.S. 


Energy — Coal transportation accounted for 20% of the Railroad’s 2006 commodity revenue. The Railroad’s 
geographic network allows it to transport coal destined for utilities and industrial facilities in 27 states, as well as 
to the Gulf and rail/barge/ship facilities on the Mississippi and Ohio Rivers and the Great Lakes. UPRR serves 
mines located in the Southern Powder River Basin of Wyoming (SPRB), Colorado, Utah, southern Wyoming, and 
southern Illinois. SPRB coal represents the largest growth segment of the market, as utilities continue to favor its 
lower cost and low-sulfur content. 


Industrial Products — The Railroad’s extensive network enables the industrial products group to move numerous 
commodities between thousands of origin and destination points throughout North America. Lumber shipments 
originate primarily in the PNW and Canada for destinations throughout the United States for new home 
construction and repair and remodeling. Commercial and highway construction drives shipments of steel and 
construction products, consisting of rock, cement, and roofing materials. Paper and consumer goods, including 
furniture and appliances, are shipped to major metropolitan areas for consumers. Nonferrous metals and 
industrial minerals are moved for industrial manufacturing. In addition, the Railroad provides efficient and safe 
transportation for government entities and waste companies. In 2006, transporting industrial products provided 
21% of the Railroad’s commodity revenue. 


Intermodal — UPRR’s intermodal business, which represented 19% of the Railroad’s 2006 commodity revenue, 
includes international, domestic, and premium shipments. International business consists of imported container 
traffic that arrives at West Coast ports via steamship for destinations throughout the United States. Domestic 
business includes domestic container and trailer traffic for intermodal marketing companies (primarily shipper 
agents and consolidators) and truckload carriers. Less-than-truckload and package carriers with time-sensitive 
business requirements account for the majority of our premium service. 


Working Capital — We currently have, and historically have had, a working capital deficit, which is common in 
our industry and does not indicate a lack of liquidity or financial stability. We maintain adequate resources to 
meet our daily cash requirements, and we have sufficient financial capacity to satisfy our current liabilities. 


Competition — We are subject to competition from other railroads, motor carriers, and barge operators. Our 
main rail competitor is Burlington Northern Santa Fe Corporation. Its rail subsidiary, BNSF Railway Company 
(BNSF), operates parallel routes in many of our main traffic corridors. In addition, we operate in corridors served 
by other railroads and motor carriers. Motor carrier competition is particularly strong for five of our six 
commodity groups. Because of the proximity of our routes to major inland and Gulf Coast waterways, barge 
competition can be particularly effective, especially for grain and bulk commodities. In addition to price 
competition, we face competition with respect to transit times and quality and reliability of service. While we 
must build or acquire and maintain our rail system, trucks and barges are able to use public rights-of-way 
maintained by public entities. Any future improvements or expenditures materially increasing the quality or 
reducing the costs of these alternative modes of transportation, or legislation releasing motor carriers from their 
size or weight limitations, could have a material adverse effect on our results of operations, financial condition, 
and liquidity. 


Equipment Suppliers — We depend on two key domestic suppliers of locomotives. Due to the capital intensive 
nature and sophistication of this equipment, high barriers to entry face potential new suppliers. Therefore, if one 
of these domestic suppliers discontinues manufacturing locomotives, we could experience a significant cost 
increase and risk reduced availability of the locomotives that are necessary to our operations. 


Employees — Approximately 87% of our 50,739 full-time-equivalent employees are represented by 14 major rail 
unions. In January 2005, we began the current round of negotiations with the unions. Existing agreements remain 


in effect and will continue to remain in effect until new agreements are reached or the Railway Labor Act’s 
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procedures (which include mediation, cooling-off periods, and the possibility of Presidential intervention) are 
exhausted. Contract negotiations with the various unions generally take place over an extended period of time, 
and we rarely experience work stoppages during negotiations. The current agreements provide for periodic cost of 
living wage increases until new agreements are reached. 


GOVERNMENTAL AND ENVIRONMENTAL REGULATION 


Governmental Regulation — Our operations are subject to a variety of federal, state, and local regulations, 
generally applicable to all businesses (see also the discussion of certain regulatory proceedings in Legal 
Proceedings, Item 3). 


The operations of the Railroad are subject to the regulatory jurisdiction of the Surface Transportation Board 
(STB) of the United States Department of Transportation (DOT). The operations of the Railroad are also subject 
to the regulations of the Federal Railroad Administration (FRA) of the DOT and other federal and state agencies. 
The STB has jurisdiction over rates charged on certain regulated rail traffic; freight car compensation; transfer, 
extension, or abandonment of rail lines; and acquisition of control of rail common carriers. On January 26, 2007, 
the STB issued a decision limiting the manner in which U.S. railroads can calculate fuel surcharges on traffic 
regulated by the STB. 


DOT and the Occupational Safety and Health Administration, along with other federal agencies, have 
jurisdiction over certain aspects of safety, movement of hazardous materials, movement and disposal of 
hazardous waste, emissions requirements, and equipment standards. Various state and local agencies have 
jurisdiction over disposal of hazardous waste and seek to regulate movement of hazardous materials in areas not 
otherwise preempted by federal law. 


Environmental Regulation — We are subject to extensive federal and state environmental statutes and regulations 
pertaining to public health and the environment. The statutes and regulations are administered and monitored by 
the Environmental Protection Agency (EPA) and by various state environmental agencies. The primary laws 
affecting our operations are the Resource Conservation and Recovery Act, regulating the management and 
disposal of solid and hazardous wastes; the Comprehensive Environmental Response, Compensation, and 
Liability Act, regulating the cleanup of contaminated properties; the Clean Air Act, regulating air emissions; and 
the Clean Water Act, regulating waste water discharges. 


Information concerning environmental claims and contingencies and estimated remediation costs is set forth 
in Management’s Discussion and Analysis of Financial Condition and Results of Operations — Critical Accounting 
Policies — Environmental, Item 7. 


Item 1A. Risk Factors 


The information set forth in this Item 1A should be read in conjunction with the rest of the information included 
in this report, including Item 7, Management’s Discussion and Analysis of Financial Condition and Results of 
Operations, and Item 8, Financial Statements and Supplementary Data. 


We Must Manage Both Significant Demand for Our Services and Network Capacity — Due to continuing demand for 
rail service and capacity constraints, we may experience network difficulties, including congestion and reduced 
velocity, which may compromise the level of service we provide to our customers. This level of demand may 
compound the impact of weather and weather-related events on our operations and velocity. Although we 
continue to improve our transportation plan, add capacity, and improve operations at our yards and other 
facilities, we cannot be sure that these measures will fully or adequately address any service shortcomings. 
Additionally, ongoing maintenance, restoration, and improvements in the SPRB could adversely affect coal 
shipments during the year. We also cannot be sure that we will not experience other difficulties related to 


6 


network capacity, dramatic and unplanned increases of demand for rail service in one or more of our commodity 
groups, or other events that could have a negative impact on our operational efficiency, any of which could have a 
material adverse effect on our results of operations, financial condition, and liquidity. 


We May Be Subject to Various Claims and Lawsuits That Could Result in Significant Expenditures — The nature of 
our business exposes us to the potential for various claims and litigation related to labor and employment, 
personal injury, property damage, environmental liability, and other matters. Any material changes to litigation 
trends or a catastrophic rail accident or series of accidents involving any or all of property damage, personal 
injury, and environmental liability could have a material adverse effect on our results of operations, financial 
condition, and liquidity. 


We Are Required to Transport Hazardous Materials — Federal laws require railroads, including UPRR, to transport 
hazardous materials. Any rail accident involving the release of hazardous materials could involve significant costs 
and claims for personal injury, property damage, and environmental penalties and remediation, which could have 
a material adverse effect on our results of operations, financial condition, and liquidity. 


The Availability of Qualified Personnel Could Adversely Affect Our Operations — Changes in demographics, training 
requirements, and the availability of qualified personnel, particularly engineers and trainmen, could negatively 
impact our ability to meet demand for rail service. Unpredictable increases in demand for rail services and a lack 
of network fluidity may exacerbate such risks, which could have a negative impact on our operational efficiency 
and otherwise have a material adverse effect on our results of operations, financial condition, and liquidity. 


We Are Subject to Significant Governmental Regulation — We are subject to governmental regulation by a 
significant number of federal, state, and local authorities covering a variety of health, safety, labor, environmental 
(as discussed below), and other matters. Our failure to comply with applicable laws and regulations could have a 
material adverse effect on us. Governments may change the legislative or regulatory frameworks within which we 
operate without providing us with any recourse for any adverse effects on our business. Economic re-regulation of 
the rail industry would negatively impact our ability to determine prices for rail services and reduce capital 
spending on our rail network, resulting in a material adverse effect on our results of operations, financial 
condition, and liquidity. Also, some laws and regulations require us to obtain and maintain various licenses, 
permits, and other authorizations, and we cannot guarantee that we will continue to be able to do so. In addition, 
one or more consolidations of Class I railroads could lead to future re-regulation of the rail industry. 


Severe Weather Could Result in Significant Business Interruptions and Expenditures — Severe weather conditions, 
events, and other natural phenomena, including earthquakes, hurricanes, fires, floods, extreme temperatures, and 
significant precipitation may cause business interruptions, including line outages on our rail network that can 
adversely affect our entire rail network, and result in increased costs, increased liabilities, and decreased revenue, 
which could have a material adverse effect on our results of operations, financial condition, and liquidity. 


Strikes or Work Stoppages Could Adversely Affect Our Operations as the Majority of Our Employees Belong to Labor 
Unions and Labor Agreements — We are a party to collective bargaining agreements with various labor unions. In 
January 2005, we began the current round of negotiations with the unions. Disputes with regard to the terms of 
these agreements or our potential inability to negotiate acceptable contracts with these unions could result in, 
among other things, strikes, work stoppages, or other slowdowns by the affected workers. If unionized workers 
were to engage in a strike, work stoppage, or other slowdown, or other employees were to become unionized, we 
could experience a significant disruption of our operations or higher ongoing labor costs, either of which could 
have a material adverse effect on our results of operations, financial condition, and liquidity. Additionally, future 
national labor agreements, or renegotiation of labor agreements or provisions of labor agreements, could 
compromise our service reliability and significantly increase our costs for healthcare, wages, and other benefits, 
which could have a material adverse impact on our results of operations, financial condition, and liquidity. 
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We Rely on Technology and Technology Improvements in Our Business Operations — We rely on information 
technology in all aspects of our business. If we do not have sufficient capital to acquire new technology or if we are 
unable to implement new technology, we may suffer a competitive disadvantage within the rail industry and with 
companies providing other modes of transportation service, which could have a material adverse effect on our 
results of operations, financial condition, and liquidity. Additionally, if we experience significant disruption or 
failure of one or more of our information technology systems, including computer hardware, software, and 
communications equipment, we could experience a service interruption, safety failure, security breach, or other 
operational difficulties, which could have a material adverse impact on our results of operations, financial 
condition, and liquidity. 


We Are Subject to Significant Environmental Laws and Regulations — Our operations are subject to extensive 
federal, state, and local environmental laws and regulations concerning, among other things, emissions to the air; 
discharges to waters; handling, storage, transportation, and disposal of waste and other materials; and hazardous 
material or petroleum releases. We generate and transport hazardous and non-hazardous waste in our operations, 
and we did so in our former operations. Environmental liability can extend to previously owned or operated 
properties, leased properties, and properties owned by third parties, as well as to properties we currently own. 
Environmental liabilities have arisen and may also arise from claims asserted by adjacent landowners or other 
third parties in toxic tort litigation. We have been and may be subject to allegations or findings that we have 
violated, or are strictly liable under, these laws or regulations. We could incur significant costs as a result of any of 
the foregoing, and we may be required to incur significant expenses to investigate and remediate known, 
unknown, or future environmental contamination, which could have a material adverse effect on our results of 
operations, financial condition, and liquidity. 


Rising or Elevated Fuel Costs and Whether We Are Able to Mitigate These Costs with Fuel Surcharges Could 
Materially and Adversely Affect Our Business — Fuel costs constitute a significant portion of our transportation 
expenses. Diesel fuel prices are subject to dramatic fluctuations, and significant price increases could have a 
material adverse effect on our operating results. Although we currently are able to recover a significant amount of 
our increased fuel expenses through revenue from fuel surcharges, we cannot be certain that we will always be able 
to mitigate rising or elevated fuel costs through surcharges. Future market conditions or legislative or regulatory 
activities could adversely affect our ability to apply fuel surcharges or adequately recover increased fuel costs 
through fuel surcharges. International, political, and economic circumstances affect fuel prices and supplies. 
Weather can also affect fuel supplies and limit domestic refining capacity. If a fuel supply shortage were to arise 
from OPEC production curtailments, a disruption of oil imports, or other causes, higher fuel prices could, despite 
our fuel surcharge programs, have a material adverse effect on our results of operations, financial condition, and 
liquidity. 


We Face Competition from Other Railroads and Other Transportation Providers — We face competition from other 
railroads, motor carriers and, to a lesser extent, ships, barges, and pipelines. In addition to price competition, we 
face competition with respect to transit times and quality and reliability of service. While we must build or acquire 
and maintain our rail system, trucks and barges are able to use public rights-of-way maintained by public entities. 
Any future improvements or expenditures materially increasing the quality or reducing the cost of alternative 
modes of transportation, or legislation releasing motor carriers from their size or weight limitations, could have a 
material adverse effect on our results of operations, financial condition, and liquidity. Additionally, any future 
consolidation of the rail industry could materially affect the competitive environment in which we operate. 


We May Be Affected by General Economic Conditions — Prolonged negative changes in domestic and global 
economic conditions affecting the producers and consumers of the commodities carried by us may have a 
material adverse effect on our results of operations, financial condition, and liquidity. 


We Utilize Capital Markets — We rely on the capital markets to provide some of our capital requirements, 
including the issuance of commercial paper from time to time and the sale of certain of our receivables. Market 
instability or deterioration of our financial condition due to internal or external factors could restrict or prohibit 
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our access to commercial paper and reduce our credit ratings below investment grade, which would prohibit us 
from utilizing our sale of receivables program and significantly increase the cost of issuing debt. 


We Are Dependent on Two Key Domestic Suppliers of Locomotives — Due to the capital intensive nature and 
sophistication of locomotive equipment, high barriers to entry face potential new suppliers. Therefore, if one of 
these domestic suppliers discontinues manufacturing locomotives, we could experience a significant cost increase 
and risk reduced availability of the locomotives that are necessary to our operations. 


We May Be Affected by Acts of Terrorism, War, or Risk of War — Our rail lines, facilities, and equipment, including 
rail cars carrying hazardous materials, could be direct targets or indirect casualties of terrorist attacks. Terrorist 
attacks, or other similar events, any government response thereto, and war or risk of war may adversely affect our 
results of operations, financial condition, and liquidity. In addition, insurance premiums for some or all of our 
current coverages could increase dramatically, or certain coverages may not be available to us in the future. 


Item 1B. Unresolved Staff Comments 


None. 


Item 2. Properties 


With operations in 23 states, we employ a variety of assets in the management and operation of our rail business. 
These assets include real estate, track and track structure, equipment, and facilities. We own and lease real estate 
that we use in our operations, and we also own real estate that is not required for our business, which we sell from 
time to time. Our equipment includes owned and leased locomotives and rail cars; heavy maintenance equipment 
and machinery; other equipment and tools in our shops, offices and facilities; and vehicles for maintenance, 
transportation of crews, and other activities. We operate numerous facilities, including terminals for intermodal 
and other freight; rail yards for train-building, switching, storage-in-transit (the temporary storage of customer 
goods in rail cars prior to shipment) and other activities; offices to administer and manage our operations; 
dispatch centers to direct traffic on our rail network; crew quarters to house train crews along our network; and 
shops and other facilities for fueling, maintenance, and repair of locomotives and repair and maintenance of rail 
cars and other equipment. We spent approximately $2.2 billion in cash capital during 2006 for, among other 
things, building and maintaining track, structures and infrastructure; upgrading and augmenting equipment; and 
implementing new technologies (see the capital investments table in Management’s Discussion and Analysis of 
Financial Condition and Results of Operations — Liquidity and Capital Resources — Financial Condition, Item 7). 


Certain of our properties are subject to federal, state, and local laws and regulations governing the protection 
of the environment (see discussion of environmental issues in Business — Governmental and Environmental 
Regulation, Item 1, and Management’s Discussion and Analysis of Financial Condition and Results of Operations 
— Critical Accounting Policies — Environmental, Item 7). 


Track — The Railroad operates on 32,339 main line and branch line route miles in 23 states in the western 
two-thirds of the United States. We own 26,466 route miles, with the remainder of route miles operated pursuant 
to trackage rights or leases. Route miles as of December 31, 2006 and 2005, were as follows: 


2006 =2005 
DV eat TATA «ca can ance cea 8 asap ea-rocin lana ausarshe derdereg -as sd blest ecco gga wing david lta, Babee Dedlebecdeg desedee a’ 27,318 27,301 
Branch MMe? 6 iscda tances aac eee he ee ae Meese Waa Be ea Rad aune eeane sdb ale eae eee 5,021 5,125 
Yards,:sidings:and other lines: :.i0:50 6.4 20dede tase as See iden ee betes ate dene ie sone bare 19,257 20,241 
ADS Gall capes ies cccbsrztcse a: area wat creavchaseavs thos are: er'e Jeune d aco-W es aateeec caus: ay anerat dcaty rakisusian ix eweeauw gas asenet auasecceer sea ie. 51,596 52,667 


Rail and ties installed and replaced during the years ended December 31, 2006 and 2005 were as follows: 


2006 2005 

Track miles of rail: 
INGWe odessa eshcer a Atl d Soaud teclecaso taear cau e aeadincace b Ghasaiaee oA asin aa ae a ede 632 661 
MSO seiacg, a tayte-aecdeie as svbctechwaeieeie, deanaveneobeierae 6 dace beck lone Ras duaiehuls ANOS educa 4 seg bnbed dchua bE 361 312 
STA SOM) ese chen Ah cas Bec tence te sc ceca eh eign Drechsler 4,669 4,690 


Equipment — Our primary rail equipment consisted of the following as of December 31, 2006 and 2005: 


2006 ~=2005 
Owned or leased at year-end: 
TOC OMIOUVES 525! 6. fauecacecccd baum chaser OR kale enn anh dad aera aiatererek Buea BAGS S48 Widneraceeuscebecalas 8,475 8,226 
Freight cars: 
Covered HOppers:, scisauelaceteare <eaee tid Bora ttt a aac eri ay a ee doa OAs adn nk ae 38,785 38,553 
BOXCALS . sx3.se-diseed S56 op 58 Gg Rube Sa Sek Hon Be Bane Guide Src aHal ea Mande eaerane A aed Dare eS Gu 24,342 26,770 
Opeti-top HOppers ias.scahrieacs « scsce eh ere aww pie a digie a Rain wide Bie seed ib gerard dud gene Bays 19,012 19,950 
OTN A1S ste a eens des we ar ahs horned eter seo yeerinsaten a oad ea Pade Srausdede tenia ates 14,884 15,037 
CEE L555 ict '5 Bocas 3) ats are Gils vbs ashe g egy ble Somvareds eile shi Sot be hsanai eos tel dyads ans pode Beare end anenelenehs 7,702 6,433 
Work equipment and Othe? icc icdi ton ace ee wddweakenes aA heeOy Cee eeaeedas ene’ 5,263 5,041 


Item 3. Legal Proceedings 


From time to time, the Corporation is involved in legal proceedings, claims, and litigation that occur in 
connection with the Corporation’s business. Management routinely assesses the Corporation’s liabilities and 
contingencies in connection with these matters based upon the latest information available. Consistent with SEC 
rules and requirements, the Corporation describes below material pending legal proceedings (other than ordinary 
routine litigation incidental to the business of the Corporation), material proceedings known to be contemplated 
by governmental authorities, other proceedings arising under federal, state, or local environmental laws and 
regulations (including governmental proceedings involving potential fines, penalties, or other monetary sanctions 
in excess of $100,000) and such other pending matters that the Corporation may determine to be appropriate. 


Environmental Matters 


As we reported in our Quarterly Report on Form 10-Q for the quarter ended March 31, 2003, the San Joaquin 
County District Attorney filed an action against the Railroad on February 3, 2003, in the San Joaquin County 
Superior Court alleging claims under the California Business and Professions Code section 17200 (unfair business 
practices), Fish and Game Code section 5650 and 5650.1, California Health and Safety Code section 25189(d), 
and Public Nuisance, California Civil Code section 3480. The claims arise from a February 16, 2000, derailment in 
Stockton, California, in which a locomotive struck an object on the tracks, puncturing a fuel tank. The District 
Attorney alleged that diesel fuel from this spill entered waters of the State of California. The complaint also 
asserted claims under the above referenced statutes for any other diesel spill that may have occurred in the State of 
California between 2000 and 2003, in which diesel may have passed into waters of the State of California. It 
sought injunctive relief and civil penalties of $25,000 for the alleged February 16, 2000 diesel spill and total 
penalties of not less than $250,000 for all diesel spills that may have occurred since 2000. The District Attorney 
filed an amended complaint on April 10, 2003, which narrowed the claims to the incident of February 16, 2000. 
The amended complaint seeks both injunctive relief and daily penalties for each day that fuel was in the affected 
waterway, which could exceed $100,000. 


As we reported in our Annual Report on Form 10-K for 2003, the District Attorneys of Merced, Madera, and 
Stanislaus Counties in California filed a criminal case against the Railroad relating to a series of alleged releases of 


10 


calcium oxide (lime). The criminal case was dismissed in the last quarter of 2003 and was subsequently refiled as a 
civil action by several counties in the San Joaquin County Superior Court. The refiled suit sought civil penalties 
against the Railroad in connection with the release of lime from an unidentified rail car between Chowchilla and 
Sacramento, California, on December 27, 2001, and another incident in which lime leaked from a rail car between 
Chowchilla and Stockton, California, on February 21, 2002. The suit contended that regulatory violations 
occurred by virtue of the Railroad’s alleged failure to timely report the release of a “hazardous material,” its 
alleged disposal of hazardous waste, and the alleged release of material into the waters of the State of California. 
On September 20, 2004, the Court dismissed the suit with prejudice. The State of California appealed this 
decision. On August 2, 2006, the Court of Appeals issued its decision, reversing the judgment and remanding the 
case for further proceedings consistent with its opinion. The Court of Appeals held that the State of California’s 
claims against the Railroad for civil penalties were preempted by the Hazardous Materials Transportation Act 
(HMTA), with the exception of those claims that were based upon the Railroad’s alleged failure to timely report 
the releases of calcium oxide to state and local authorities. With respect to these claims, the Court held that while 
they were not preempted by the HMTA on their face, it remained possible that those claims might ultimately be 
preempted once the trial court developed a record. The Railroad and the State of California requested that the 
California Supreme Court review the decision of the Court of Appeals. The California Supreme Court denied 
review, and the case has been remanded to the Superior Court. 


As we reported in our Quarterly Report on Form 10-Q for the quarter ended September 30, 2004, the Ilinois 
Attorney General’s office filed an Agreed Order and Complaint and a Complaint for Injunctive and Other Relief 
on October 7, 2004, in the Circuit Court for the Twentieth Judicial Circuit (St. Clair County) against The Alton & 
Southern Railway Company, a wholly-owned subsidiary of the Railroad, as a result of a collision and derailment 
on September 21, 2004. The State of Illinois seeks to enjoin The Alton & Southern Railway Company from further 
violations, as well as a monetary penalty. The amount of the proposed penalty is uncertain but could exceed 
$100,000. 


As we reported in our Annual Report on Form 10-K for 2005, we received information in 2001 indicating 
EPA considered the Railroad a potentially responsible party for the Omaha Lead Site. The Omaha Lead Site 
consists of approximately 12,800 acres of residential property in the eastern part of Omaha, Nebraska, allegedly 
impacted by air emissions from two former lead smelters/refineries. One refinery was operated by ASARCO. EPA 
identified the Railroad as a potentially responsible party because more than 60 years ago the Railroad owned land 
that was leased to ASARCO. The Railroad disputes both the legal and technical base for EPA’s allegations. It has 
nonetheless engaged in extensive negotiations with EPA. These negotiations have reached an apparent impasse. 
EPA issued a Unilateral Administrative Order with an effective date of December 16, 2005, directing the Railroad 
to implement an interim remedy at the site at an estimated cost of $50 million. Failure to comply with the order 
without just cause could subject the Railroad to penalties of up to $32,500 per day and triple EPA’s costs in 
performing the work. The Railroad believes it has just cause not to comply with the order, but it offered to 
perform some of the work specified in the order as a compromise. EPA rejected this offer. The Railroad will 
vigorously contest liability and the imposition of any penalties. 


As we reported in our Annual Report on Form 10-K for 2005, the Illinois Attorney General’s office filed a 
complaint in the Circuit Court for the Twenty-First Judicial Circuit (St. Clair County) seeking injunctive relief 
and civil penalties against the Railroad relating to a collision between UPRR and Norfolk Southern Railway 
Company (NS) trains near Momence, Illinois, on November 24, 2005. The collision derailed approximately five 
locomotives and 30 railcars. Two of the UPRR locomotives and two of the NS locomotives caught fire and four of 
the locomotives released approximately 16,000 gallons of diesel fuel. Other cars carrying food products derailed 
and released an unknown amount of product. The Railroad promptly responded and remediation is ongoing. The 
State of Illinois seeks a permanent injunction against the Railroad ordering UPRR to continue remediation. The 
State of Illinois seeks to enjoin UPRR from further violations and a monetary penalty. The amount of the 
proposed penalty is uncertain. 


As we reported in our Annual Report on Form 10-K for 2005, the Illinois Attorney General’s office filed a 
complaint in the Circuit Court for the Twentieth Judicial Circuit (St. Clair County) for injunctive and other relief 
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on November 28, 2005, against the Railroad, alleging a diesel fuel spill from an above-ground storage tank in a rail 
yard in Dupo, St. Clair County, Illinois. The State of Illinois seeks to enjoin UPRR from further violations and a 
monetary penalty. The amount of the proposed penalty is uncertain. 


As we reported in our Annual Report on Form 10-K for 2003, the United States Attorney for the Central 
District of California notified the Railroad that the office intended to pursue criminal charges against the Railroad 
for alleged violations of federal environmental laws, including the federal Clean Water Act, in connection with 
releases of oil contaminated wastewater from our Taylor Yard in 2001 and 2003. On July 31, 2006, the United 
States Attorney filed criminal misdemeanor charges against us for these releases in the United States District 
Court for the Central District of California, and we received the Summons from the Court on August 8, 2006. We 
will vigorously defend the charges. 


On October 23, 2006, the California Air Resources Board (ARB) notified the Railroad of its intent to impose 
civil penalties as a result of the Railroad’s failure to perform and document annual opacity (smoke) testing for its 
heavy duty diesel vehicle fleet. The ARB proposed that the Railroad pay $135,000 and agree to other 
non-monetary conditions to settle these violations. Discussions between the Railroad and the ARB are continuing, 
and the ultimate amount of any penalty remains uncertain. 


We received notices from EPA and state environmental agencies alleging that we are or may be liable under 
federal or state environmental laws for remediation costs at various sites throughout the United States, including 
sites on the Superfund National Priorities List or state superfund lists. We cannot predict the ultimate impact of 
these proceedings and suits because of the number of potentially responsible parties involved, the degree of 
contamination by various wastes, the scarcity and quality of volumetric data related to many of the sites, and the 
speculative nature of remediation costs. 


Information concerning environmental claims and contingencies and estimated remediation costs is set forth 
in Management’s Discussion and Analysis of Financial Condition and Results of Operations — Critical Accounting 
Policies — Environmental, Item 7. 


Other Matters 


As we reported in our Quarterly Report on Form 10-Q for the quarter ended September 30, 2004, we were 
notified that a qui tam, or private citizen, complaint was filed in the United States District Court for the Central 
District of California against, among other parties, the City of Long Beach, City of Long Beach Harbor 
Department, Port of Long Beach (the Port), Union Pacific Corporation, Union Pacific Railroad Company, and 
Union Pacific Resources Company, also known as Union Pacific Resources Group Inc. (Resources), a former 
subsidiary of UPC. A private citizen filed the action because the federal government and the State of California 
elected not to pursue the claims. The complaint alleges that the defendants violated the Federal Civil False Claims 
Act and the California False Claims Act by conspiring to use public funds to (1) shift environmental cleanup 
liability to the Port when Resources sold its Terminal Island oil field property to the Port in 1994 and (2) effect the 
acquisition by the Port of the Terminal Island property in which the Port (or the State of California) allegedly 
already held certain incidents of title. The complaint, which has not been served on us, seeks damages of $2.4 
billion, unspecified costs for remediating groundwater contamination, and triple damages and civil penalties of 
$10,000 per day. The plaintiffs extended time to serve the complaint expired on April 4, 2005, and the 
Corporation filed a motion to dismiss for plaintiffs failure to make timely service. However, the Court extended 
the plaintiffs time to provide service. On December 7, 2005, we learned that a summons for service of the 
complaint had been issued, and we were served with the complaint during the fourth quarter of 2006. We dispute 
the factual and legal bases of the complaint. We notified Anadarko Petroleum Corporation (Anadarko), as 
successor to Resources after its acquisition in 2000, that an indemnification agreement between Resources and the 
Corporation obligates Anadarko to indemnify us for all damages, costs, and expenses related to the complaint. 


Item 4. Submission of Matters to a Vote of Security Holders 


No matters were submitted to a vote of security holders during the fourth quarter of 2006. 
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Executive Officers of the Registrant and Principal Executive Officers of Subsidiaries 


Our executive officers generally are elected and designated annually by the Board of Directors at our first meeting 
held after the Annual Meeting of Shareholders, and they hold office until their successors are elected. Executive 
officers also may be elected and designated throughout the year, as the Board of Directors considers appropriate. 
There are no family relationships among the officers, nor any arrangement or understanding between any officer 
and any other person pursuant to which the officer was selected. The following table sets forth certain 
information, as of February 16, 2007, relating to the executive officers. 


Name 


James R. Young 


Robert M. Knight, Jr. 


Charles R. Eisele 


J. Michael Hemmer 


Barbara W. Schaefer 


Lynden L. Tennison 


Robert W. Turner 


Bernard R. Gutschewski 


Mary E. McAuliffe 
Richard J. Putz 


Mary Sanders Jones 


Dennis J. Duffy 
John J. Koraleski 


Position 


Chairman, President and Chief Executive Officer of UPC 
and the Railroad 


Executive Vice President — Finance and Chief Financial 
Officer of UPC and the Railroad 


Senior Vice President — Strategic Planning of UPC and the 
Railroad 


Senior Vice President — Law and General Counsel of UPC 
and the Railroad 


Senior Vice President - Human Resources and Secretary of 
UPC and the Railroad 


Senior Vice President and Chief Information Officer of UPC 
and the Railroad 


Senior Vice President — Corporate Relations of UPC and the 
Railroad 


Vice President — Taxes of UPC and Vice President and 
General Tax Counsel of the Railroad 


Vice President — External Relations of UPC 


Vice President and Controller of UPC and Chief Accounting 
Officer and Controller of the Railroad 


Vice President and Treasurer of UPC and Treasurer of the 
Railroad 


Executive Vice President — Operations of the Railroad 


Executive Vice President — Marketing and Sales of the 
Railroad 


Age 


54 


49 


57 


57 


53 


47 


57 


56 


60 
59 


54 


56 
56 


Business 
Experience 
During Past Five 
Years 


(1) 


(2) 


Current Position 


(3) 


(4) 


(5) 


Current Position 


Current Position 


Current Position 


Current Position 


Current Position 


Current Position 


Current Position 


(1) Mr. Young was elected Chief Executive Officer and President of UPC and the Railroad effective January 1, 2006. He was elected to the 


additional position of Chairman effective February 1, 2007. He was elected President and Chief Operating Officer of the Railroad, effective 
February 1, 2004, and he previously was Executive Vice President — Finance of UPC and Chief Financial Officer of the Railroad. 


(2) Mr. Knight was elected to his current position effective February 1, 2004. He was elected Senior Vice President — Finance for UPC and the 


Railroad effective February 1, 2002, and he previously was Vice President and General Manager Automotive for the Railroad. 


(3) Mr. Hemmer was elected to his current position effective June 1, 2004. Mr. Hemmer was elected Vice President — Law of the Railroad effective 


September 1, 2002, and previously was a partner at the law firm of Covington & Burling in Washington, D.C. 


(4) Mrs. Schaefer has held the position of Senior Vice President - Human Resources for the past five years. In addition, she was elected Secretary of 


UPC and the Railroad effective June 1, 2004. 


(5) Mr. Tennison was elected to his current position effective March 1, 2005. He previously was Vice President and Chief Technology Officer. 
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PART II 


Item 5. Market for the Registrant’s Common Equity, Related Stockholder Matters, and 
Issuer Purchases of Equity Securities 


Our common stock is traded on the NYSE under the symbol "UNP". The following table presents the dividends 
declared and the high and low closing prices of our common stock for each of the indicated quarters. 


2006 - Dollars Per Share Ql Q2 Q3 Q4 
Dividend: 3 c5-d-5i dasdverd oes seal arta raphe boarder inio Panic bie Sad reba $ 0.30 $0.30 $0.30 $ 0.30 
Common stock price: 
High: sie 24s GPheg ec sdeatSeg tnd eote View eenaenerusatone es 93.73 9749 92.96 96.16 
TEOWE cases acces ae arceses 8 araveh eran stp res Sees eve beg Tove letehcatcetia tvs uhh 0. ay wid: eravannlen Bue ecb’ 77.62 83.83 78.65 86.27 


2005 - Dollars Per Share 


Dividends: :3:4-4.0iouebeares dagedendei anes eeeesdounaucaree cancers $ 0.30 $0.30 $ 0.30 $ 0.30 
Common stock price: 
IGN: gcc idied anaes ea ak mats ee oa ee seat w dd oder ease Vinee 70.10 70.19 72.20 81.26 
LOW sce svend gienias's dea gies arse Rye neni WEA Oe ceed avers Rare eure Sees eg 58.18 60.85 63.52 66.89 


At January 31, 2007, there were 270,752,306 shares of outstanding common stock and 34,937 common 
shareholders of record. At that date, the closing price of the common stock on the NYSE was $101.00. We have 
paid dividends to our common shareholders during each of the past 107 years. We declared dividends totaling 
$323 million in 2006 and $316 million in 2005. On January 30, 2007, we increased the quarterly dividend to $0.35 
per share, payable beginning on April 2, 2007, to shareholders of record on February 28, 2007. We are subject to 
certain restrictions regarding retained earnings with respect to the payment of cash dividends to our shareholders. 
The amount of retained earnings available for dividends increased to $7.8 billion at December 31, 2006, from $6.2 
billion at December 31, 2005. 


Five-Year Performance Comparison — The following graph provides an indicator of cumulative total shareholder 
returns for the Corporation as compared to a peer group index, comprised of Burlington Northern Sante Fe 
Corporation, CSX Corporation, and Norfolk Southern Corporation; the Dow Jones Transportation Index (Dow 
Jones); and the Standard & Poor’s 500 Stock Index (S&P 500). The graph assumes that the value of the investment 
in Union Pacific Corporation’s common stock and each index was $100 on December 31, 2001, and that all 
dividends were reinvested. 


Comparison of Five-Year Cumulative Returns 
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Comparison Over One- and Three-Year Periods — The following table presents the cumulative total shareholder 
returns, assuming reinvested dividends, over one- and three-year periods for the Corporation, a peer group index 
(as described above), the Dow Jones, and the S&P 500. 


Peer Dow 
Period UPC Group Jones S&P 500 


LCA ns cu ginade ead ed waedeees ARRS Lae O Sa SERRE EEE pee ees ERNE ES 15.9% 10.8% 9.7% 15.8% 
BN CAL ook ad a digoe ded deco died noe Kn WN ROR ae Rae DEE area Ma HE DS gee Rca 39.4 125.8 56.5 34.8 


Purchases of Equity Securities — The purchased shares presented below relate solely to our equity compensation 
plans described in note 8 to the Financial Statements and Supplementary Data, Item 8. During the first nine 
months of 2006, 307,867 shares of our common stock were repurchased at an average price per share of $89.21. 
The following table presents common stock repurchases during each month for the fourth quarter of 2006: 


Total Average Total Number of Shares Maximum Number of 

Number Price Purchased as Part ofa — Shares That May Yet 

of Shares Paid per Publicly Announced Be Purchased Under 

Period Purchased Share Plan or Program __ the Plan or Program 


Oct. 1 through Oct. 31 


Employee transactions [a] .......... 72,599 $90.31 N/A N/A 
Nov. 1 through Nov. 30 

Employee transactions [a] .......... 34,921 91.87 N/A N/A 
Dec. 1 through Dec. 31 

Employee transactions [a] .......... 12,699 95.38 N/A N/A 
Total, iccvorisde sages ease amediee cae 120,219 $91.30 N/A N/A 


[a] Includes shares delivered or attested to UPC to pay stock option exercise prices or to satisfy tax withholding obligations for stock option exercises 
or vesting of retention shares or units. 


On January 30, 2007, our Board of Directors authorized us to repurchase up to 20 million shares of our 
common stock through December 31, 2009. We may make these repurchases on the open market or through 
other transactions. Our management will have sole discretion with respect to determining the timing and amount 
of these transactions (subject to the restrictions described above). 
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Item 6. Selected Financial Data 


The following table presents as of, and for the years ended, December 31, our selected financial data for each of 
the last five years. The selected financial data should be read in conjunction with Management’s Discussion and 
Analysis of Financial Condition and Results of Operations, Item 7, and with the Financial Statements and 
Supplementary Data, Item 8. The information below is not necessarily indicative of the results of future 
operations. 


Millions of Dollars, Except per Share Amounts, 


Carloads, Employee Statistics, and Ratios 2006 2005[a] 2004[b] 2003[c] 2002[d] 
For the Year Ended December 31 
Operating revenue [el cs cicaied coe bards Gee od Sorento $15,578 $13,578 $12,215 $11,551 $11,159 
Operating MCOME 2.2 seca eee se ewes reeds sacwee ses 2,884 1,795 1,295 2,133 2,293 
Income from continuing operations .................00. 1,606 1,026 604 1,056 1,265 
Netincome® 25 pindcacnssa etek s Soe sek Lae SORE QEeU eS 1,606 1,026 604 1,585 1,341 
Per share — basic: 
Income from continuing operations .................. 5.96 3.89 2.33 4.15 5.02 
NGtiMCOME® si. d2c saoe cee eee tas thdeee bie ee wee see 5.96 3.89 2.33 6.23 5.32 
Per share — diluted: 
Income from continuing operations .................. 5.91 3.85 2.30 4.07 4.78 
Net imcOMe: 5 ii8de-d:6 da eee bd trecaea onset draco ges Sans eres 5.91 3.85 2.30 6.04 5.05 
Dividends declared per share ...............00 0c eee eee 1.20 1.20 1.20 0.99 0.83 
Cash provided by operating activities ................000. 2,880 2,595 25257 2,443 2,237 
At December 31 
NOt al, ASSESS iy tions Steed totes econ ms Sresaeaaees soca ace op arssisd- aed Seer doors $36,515 $35,620 $34,596 $33,496 $32,772 
Debt due after One year «552° ada tease: sue Meare grin aren erie 38h 6,000 6,760 7,981 7,822 7,428 
Convertible preferred securities ............. css eee ee eee - - - - 1,500 
Common shareholders’ equity ........... 0.00 cease eee 15,312 13,707 12,655 12,354 10,651 
Equity per common share [f] .....................00000. 56.68 51.41 48.58 47.85 41.99 
Additional Data 
Commodity revenue [e] ...... 0.0... cee eee eee $14,862 $12,957 $11,692 $11,041 $10,663 
Carloads:(000) 5.5% cc araaidarscs aan ee Gatun iedeela dan ceetaus 9,852 9,544 9,458 9,239 9,131 
Operating margin (%) [g] ... 6.6... eee eee eee 18.5 13.2 10.6 18.5 20.2 
Operating ratio (%) [2] ise .ccceceseanesnesesasnewnceas 81.5 86.8 89.4 81.5 79.8 
Average employees (000) ...... 2... cece eee eee eee eee ee 50.7 49.7 48.3 46.4 47.3 
Operating revenue per employee (000) ...............04. $ 307.2 $ 273.2 $ 252.9 $ 248.9 §$ 235.9 
Financial Ratios (%) 
Debt:to:caprtal A) oc 2s sciseiag Mote esd cedeaseanle eas 30.7 35.1 39.1 39.3 46.4 
Return on average common shareholders’ equity .......... 11.1 7.8 4.8 13.8 13.3 
[a] 2005 net income includes a $118 million tax expense reduction to reflect a reduction in the estimated deferred income tax liability. 
[b] 2004 operating income and net income includes a $247 million pre-tax ($154 million after-tax) charge for unasserted asbestos-related claims. 
[c] Net income and total assets include the effects of the acquisitions of Motor Cargo as of November 30, 2002, and reflect the disposition of all of 
our trucking interests in 2003. 
[d] 2002 net income includes $214 million pre-tax ($133 million after-tax) gains on asset dispositions. In addition, net income includes a reduction 
of income tax expense of $67 million related to tax adjustments for prior years’ income tax examinations. 
[e] Includes fuel surcharge revenue of $1,619 million, $963 million, $292 million, $93 million, and $7 million for 2006, 2005, 2004, 2003, and 
2002, respectively. 
[fl Equity per common share is calculated as follows: common shareholders’ equity divided by common shares issued less treasury shares 
outstanding. 
[g] Operating margin is defined as operating income divided by operating revenue. Operating ratio is defined as operating expenses divided by 
operating revenue. 
[h] Debt to capital is determined as follows: total debt plus convertible preferred securities divided by total debt plus convertible preferred securities 


plus equity. 
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Item 7. Management’s Discussion and Analysis of Financial Condition and Results of 


Operations 


The following discussion should be read in conjunction with the Consolidated Financial Statements and 
applicable notes to the Financial Statements and Supplementary Data, Item 8, and other information in this 
report, including Risk Factors set forth in Item 1A and Critical Accounting Policies and Cautionary Information 
at the end of this Item 7. 


The Railroad, along with its subsidiaries and rail affiliates, is our one reportable operating segment. Although 


revenue is analyzed by commodity group, we analyze the net financial results of the Railroad as one segment due 
to the integrated nature of our rail network. 


EXECUTIVE SUMMARY 
2006 Results 


Safety — Overall, safety results improved during 2006. The employee injury incident rate per 200,000 
man-hours dropped to its lowest level, which also reduced the number of lost workdays. A continued focus 
on derailment prevention in 2006 resulted in a 17% reduction in incidents with associated costs declining 
13%. In the area of public safety, we closed 410 grade crossings to reduce exposure and have video cameras 
in approximately 1,900, or 30%, of our road locomotive fleet to better analyze grade crossing incidents, 
thereby increasing safety for our employees and the public. The number of grade crossing incidents, 
however, increased 5% during the year, driven in part by the combination of increasing highway and rail 
traffic and urban expansion. 


Financial Performance — In 2006, we generated record operating income of $2.9 billion. Solid demand, yield 
increases, and improved operational efficiency drove the 61% increase in operating income. Our operating 
ratio was 81.5% for the year, a 5 point improvement compared to 2005. Net income of $1.6 billion also 
topped our previous milestone, translating into $5.91 diluted earnings per share. 


Commodity Revenue Growth —- Our commodity revenue grew 15% year-over-year to $14.9 billion, the 
highest level in our history. We achieved record revenue levels in all of our six commodity groups, primarily 
driven by better pricing and fuel surcharges. Since 2004, we repriced approximately two-thirds of our 
business. Volume increased 3% to record levels in 2006, despite softening markets in some sectors in the 
second half of 2006. 


Network Improvement —In 2006, the fluidity and efficiency of our transportation network improved 
substantially, which allowed us to handle record volume levels. Continued focus on increasing velocity, 
eliminating work events, improving asset utilization, and expanding capacity were key drivers of our 
operational improvement. With ongoing enhancements to our Unified Plan and implementation of terminal 
processing initiatives, productivity improved, as demonstrated by 5% lower average terminal dwell time, a 
4% improvement in car utilization, and a 1% increase in average train speed. We continued implementation 
of an operational productivity initiative called CIMS (Customer Inventory Management System), which 
complements the Unified Plan by reducing the number of cars in our terminals without adding capacity. By 
the end of 2006, CIMS managed the flow of almost 80% of the daily interchange of both loaded and empty 
railcars with our customers. We also expanded capacity and continued to use industrial engineering 
techniques to further improve network fluidity, ease capacity constraints, and improve asset utilization. Our 
customers rated us higher on their satisfaction surveys during 2006, an indication that efforts to improve 
network operations translated into better customer service. 


Fuel Prices — Fuel prices increased again in 2006 for the fourth consecutive year, raising our average system 
fuel price by 16% and adding $393 million of operating expenses compared to 2005. After a fairly stable first 
quarter, fuel prices increased dramatically during the spring and summer months, as crude oil prices 
averaged over $70 per barrel during the second and third quarters. July and August fuel prices were also 
affected by high diesel conversion spreads and large, regional spreads mainly driven by new government 
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regulations that imposed certain usage restrictions on high sulfur diesel fuel. Many refineries ceased 
producing high sulfur diesel fuel and many pipelines stopped transporting high sulfur diesel fuel in our 
operating areas, which drove up the conversion and regional spreads. Despite some moderation during the 
fourth quarter, fuel prices were still higher than the beginning of the year. Our fuel surcharge programs 
helped offset the impact of these higher fuel prices in the form of higher revenue, recovering approximately 
90% of the additional expense incurred above our base fuel price of $0.75 per gallon for the year. In addition, 
our fuel conservation efforts allowed us to handle a 3% increase in gross ton-miles while improving our 
consumption rate by 2%. Simulator training, operating practices, and technology are all driving this 
improvement, saving us roughly 17 million gallons in 2006. 


Free Cash Flow — Cash generated by operating activities totaled a record $2.9 billion, yielding free cash flow 
of $516 million in 2006. Free cash flow is defined as cash provided by operating activities, less cash used in 
investing activities and dividends paid. 


Free cash flow is not considered a financial measure under accounting principles generally accepted in the 


United States (GAAP) by SEC Regulation G and Item 10 of SEC Regulation S-K. We believe free cash flow is 
important in evaluating our financial performance and measures our ability to generate cash without additional 
external financings. Free cash flow should be considered in addition to, rather than as a substitute for, cash 
provided by operating activities. The following table reconciles cash provided by operating activities (GAAP 
measure) to free cash flow (non-GAAP measure): 


Millions of Dollars 2006 2005 2004 
Cash provided by operating activities .... 0... eee eee eee $ 2,880 $ 2,595 $ 2,257 
Cash used in investing activities ©... 0... ec eee ee eee eee teen eens (2,042) (2,047) (1,732) 
Dividends pard,.ssartvevs ae the teactctcars-ager engine gases Bias Sonik cse canes aoe eae (322) (314) (310) 
Freecash low gdnei sae akeaneesaavnd er taG aged eanemsaae gana aaa me ere Lage $ 516 $ 234 $ 215 
2007 Outlook 
@ Safety — Operating a safe railroad benefits our employees, our customers, our shareholders, and the public. 


We will continue using a multi-faceted approach to safety, using technology, risk assessment, quality control, 
and training and education for our new and existing employees. From a public safety standpoint, we will 
continue our efforts to upgrade and close crossings, install video cameras on locomotives, and educate the 
public about crossing safety through various internal and industry programs, along with other activities. 
Additionally, we are working with private and public partners to develop better tank cars for transportation 
of chemicals. 


Commodity Revenue Growth — We expect record revenue levels to continue in 2007 based on current 
economic indicators, forecasted demand, and additional repricing opportunities. We established a target for 
year-over-year commodity revenue growth of 6% to 7%. We are projecting yield increases in all of our major 
commodity groups and volume growth ranging from 2% to 3%. We expect volume growth primarily from 
the energy and intermodal commodity groups. We will continue to monitor the market for changing 
conditions and adjust our plan accordingly. 


Transportation Plan — In 2007, we will continue to evaluate traffic flows and network logistic patterns to 
identify additional opportunities to simplify operations and improve network efficiency. We plan to 
maintain adequate manpower and locomotives, improve productivity using industrial engineering 
techniques, and improve our operating margins. 


Fuel Prices — We expect that fuel prices will remain volatile, with crude oil prices and conversion and 
regional spreads fluctuating throughout the year. To reduce the impact of fuel price on earnings, we will 
continue to seek recovery from our customers through our fuel surcharge programs and expand our fuel 
conservation efforts. As indicated in Item 1 of this report, the STB issued a decision limiting the manner in 
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which U.S. railroads can calculate fuel surcharges on traffic regulated by the STB. Currently, we do not 
believe this decision will prevent us from using fuel surcharges or adversely affect our ability to use fuel 
surcharges to mitigate the impact of rising or elevated fuel prices on most or all of our traffic. 


@ Capital Plan — In 2007, we expect to make capital investments of approximately $3.2 billion, which may 
include long-term leases. These investments will be used to maintain track and structures; continue capacity 
expansions on our main lines in constrained corridors; remove bottlenecks; upgrade and augment 
equipment, including locomotives and railcars, to better meet customer needs; build and improve facilities 
and terminals; and develop and implement new technologies. We designed these investments to maintain 
infrastructure for safety, enhance customer service, promote growth, and improve operational fluidity. 
Major capital projects in 2007 include adding more double track on the Sunset Corridor and related line 
capacity; investing in new and existing facilities and terminals in Phoenix, Tucson, the LA Basin, San 
Antonio, Dallas/Fort Worth, and Houston; continuing improvements of the SPRB Joint Line; and 
continuing installation of centralized track control across Iowa and Nebraska, which enables us to increase 
productivity on these rail lines. We expect to fund our 2007 cash capital investments through cash generated 
from operations, the sale or lease of various operating and non-operating properties, and cash on hand at 
December 31, 2006. This focused capital plan is designed to help us improve network velocity and facilitate 
revenue growth. 


@ Financial Expectations—We are somewhat cautious about the economic environment; however, we 
anticipate revenue growth and continued network improvement in 2007, with financial results exceeding 
2006 levels. Our expectations include generating earnings growth of 10% to 15% and an operating ratio 


below 80%. 
RESULTS OF OPERATIONS 
Operating Revenue 
% Change % Change 

Millions of Dollars 2006 2005 2004 2006v2005 2005 v 2004 
Commodity revenue ......... 00.00 cee eee eee $14,862 $12,957 $11,692 15% 11% 
Other Pevensie ia sedie ddadnsre lee cide ertnds tues lee esses 716 621 523 15 19 
TOtal joiicci pete eed pg aaamon rege awaneeeeeas $15,578 $13,578 $12,215 15% 11% 


Operating revenue includes commodity revenue and other revenue. Other revenue consists primarily of revenue 
earned by our subsidiaries, revenue from our commuter rail operations, and accessorial revenue, which we earn 
when customers retain equipment owned or controlled by us. We recognize commodity revenue on a 
percentage-of-completion basis as freight moves from origin to destination. We allocate commodity revenue 
between reporting periods based on the relative transit time in each reporting period and recognize expenses as 
we incur them. We recognize other revenue as service is performed or contractual obligations are met. Customer 
incentives, which are primarily provided for shipping a specified cumulative volume or shipping to/from specific 
locations, are recorded as a reduction to revenue based on actual or projected future customer shipments. 


All six commodity groups experienced double digit revenue growth during 2006, with particularly strong 
growth of over 20% in agricultural commodity revenue. Price increases, fuel surcharges, and index-based contract 
escalators, which are formulas in our shipping contracts that correlate price adjustments to certain economic 
indices, all contributed to higher average revenue per car (ARC). Our fuel surcharge programs (excluding index- 
based contract escalators that contain some provision for fuel) generated an additional $656 million in 
commodity revenue compared to 2005, contributing 5% to commodity revenue growth. Volume increased 3% 
during the year led by solid growth in intermodal and energy shipments, which was partially offset by lower 
shipments of industrial products and chemicals. The year-over-year growth was also partially attributable to lower 
volume in 2005 due to the January West Coast storm, SPRB Joint Line disruptions, Hurricane Rita, and the 
Kansas washouts. 
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Commodity revenue improved in all six business groups during 2005, with double-digit growth in the 
agricultural, industrial products, and intermodal commodity groups. Fuel surcharges, price increases, and index- 
based contract escalators all contributed to higher ARC. Our fuel surcharge programs (excluding index-based 
contract escalators that contain some provision for fuel) generated an additional $671 million in commodity 
revenue compared to 2004, which represents approximately 70% of the additional expense incurred above the 
base fuel price for our fuel surcharge programs (currently, $0.75 per gallon). Although volume grew 1% for the 
year, the severe weather and maintenance and restoration on the SPRB Joint Line constrained volume growth. 


Other revenue increased in 2006, mainly driven by higher volumes. In addition, we generated higher 
subsidiary revenue from Bay Pacific Financial L.L.C. (Bay Pacific), an intermodal leasing entity, following the 
acquisition of our joint venture partner’s interest in Bay Pacific during the third quarter of 2005. Subsidiary and 
accessorial revenue increased other revenue in 2005, mainly driven by higher volumes and the acquisition of Bay 
Pacific. 


The following tables summarize the year-over-year changes in commodity revenue, revenue carloads, and 
average revenue per car by commodity group. 


Commodity Revenue % Change % Change 
Millions of Dollars 2006 = =2005 2004 2006v2005 2005 v 2004 
Agricultural iic0cscaganceeeisaaaedeseada nnd $ 2,395 $ 1,971 $ 1,675 22% 18% 
AUTOMOTIVE v.64 seb oP eee Hh Eee ae RoR 1,438 1,273 15235 13 3 
(CHEMICALS 5 ose.ccre- aceon cag ashes eaten aol Roache ard wgeRRE 2,098 1,848 1,719 13 8 
PMOL SY. Saas te tric, Sno ne oace ae “wilaca spain Dude” eaten a 2,953 2,578 2,404 15 7 
Industrial Products ....... 0.0... cee eee eee eee 3,173 2,819 2,419 13 17 
Intermodal! ec.5.écc03 se dean bees oae due eae eae 2,805 2,468 2,240 14 10 
OWA saisa: anata shudveae, Stistexia tn WeSaue ses arse ay aletenee ten abet aus $14,862 $12,957 $11,692 15% 11% 
Revenue Carloads % Change % Change 
Thousands 2006 2005 2004 2006v2005 2005 v 2004 
Agricultural :cccccss¢escceeied seeder deen ceee 923 883 883 5% -% 
AUTOMOTIVE 0.4 dics arevataia ee Rete dee eae eee 834 797 826 5 (4) 
Ghemiials: syeisie acon wide. 2d ead eae Ga aaanes 896 912 935 (2) (2) 
PMGSY. ei seat e ce teat Said eben raves d acelle, os wie ea Gtaeta eee 2,296 2,178 2,172 5 - 
Industrial Products ....... 0.0... cece eee eee 1,451 1,508 1,515 (4) - 
Tterimo dal: 2 sie e ccs: scarsoeeracea.ara soe tg elena sane acereas 3,452 3,266 3,127 6 4 
TOA! satis steshawenay ansiasecn act ele aie aan Gaaedn davee aiaes ene 9,852 9,544 9,458 3% 1% 
Average Revenue % Change % Change 
per Car 2006 =2005 2004 2006v2005 2005 v 2004 
Agriculttral ic ceccacaieed eatesavegcnaanear $2,595 $2,233 $1,895 16% 18% 
AutOMOtiIVe 2... ccc eee eee eee 1,724 1,598 1,496 8 7 
Chemicals: 65333-5068 bS4% Gabbe 0eS oa aoa 2,342 2,026 1,839 16 10 
BERMGCLGY. is cance SS Saie bd Knees wnae ene eum sedcbow ach eae 1,286 1,184 1,107 9 7 
Industrial Products ....... 0.0... ccc ee cee ee eee 2,187 1,868 1,597 17 17 
Intermodal ...... 0.0... ccc cece eee eee 813 755 716 8 > 
Teta): sic: 2ascsscne are lets eciise ctu scelecate.g Wace aod Maes ate $1,509 $1,358 $1,236 11% 10% 
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Agricultural — Price increases, volume growth, and fuel 
surcharges increased agricultural commodity revenue 
in 2006 versus 2005. Whole grains increased as strong 
gulf exports and higher freight charges for barge traffic 
shifted feed grain shipments to rails. Shipments of 
ethanol, a grain product used as an alternative fuel and 
fuel additive, and its co-products (primarily livestock 
feed) also experienced strong growth, reflecting 
continued demand in this growing industry. 
Conversely, wheat shipments declined due to extremely 
low crop production levels in 2006 primarily due to 
drought conditions in wheat producing states. Price 
and fuel surcharge increases improved ARC in 2006. 


Price increases and fuel surcharges increased 
agricultural commodity revenue in 2005 compared to 
2004. Total carloads were flat compared to 2004. 
Carloads of grain products increased during 2005 as we 
shipped more dry feed ingredients to Mexico and more 
ethanol. Higher demand for ethanol reflected the 
impact of energy demand, crude oil prices, and limited 
capacity of domestic refineries. Reduced carloadings of 
sugar beets partially offset the gains. Declining carloads 
of feed grain and reduced shipments of wheat both 
contributed to lower whole grain shipments. ARC 
improvement in 2005 resulted from price increases, 
fuel surcharges, and the positive impact of a larger 
percentage of carloads with longer average lengths of 
haul. 


2006 Automotive Revenue 


Auto Parts 
20% 


Finished 
Vehicles 
80% 
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2006 Agricultural Revenue 


Food / 
Refrigerated 
22% 


Grain 
Products 
40% 


Whole 
Grains 
38% 


Automotive — Price increases, volume growth, and fuel 
surcharges increased automotive commodity revenue 
in 2006 over 2005. Shipments of finished vehicles grew 
as higher manufacturer inventories at the end of 2005 
translated into record volume growth for 
transportation in 2006. Shipments remained relatively 
strong through the second quarter due to the 
production ramp-up of new models at plants served 
by us. Automotive parts shipments also grew due to 
conversion of traffic from trucks, new business 
growth, and production increases at several UPRR- 
served assembly plants. Fuel surcharges and price 
increases drove the ARC improvement. 


Revenue increased in 2005 over 2004 primarily 
due to fuel surcharges and price increases, which also 
drove ARC improvement. Carloads decreased due to 
lower shipments of domestically manufactured 
finished vehicles and automotive parts and materials, 
reflecting industry weakness during 2005. 


Chemicals — Price increases, fuel surcharges, and index- 
based contract escalators drove the increase in revenue 
and ARC in 2006 versus 2005. Fewer fertilizer 
shipments largely drove the volume decrease. Wet 
weather conditions in the Midwest led to weak demand 
during the fall fertilizer season. In addition, softer 
export markets for potash, a fertilizer product, also led 
to reduced volumes. Business interruptions in the third 
quarter of 2005, primarily attributable to Hurricane 
Rita, reduced chemicals shipments leading to favorable 
volume comparisons in 2006. 


Price increases, fuel surcharges, and higher 
shipments of potash from Canada to Portland via the 
Eastport, Idaho gateway for overseas export all drove 
revenue growth in 2005 versus 2004. Declines in liquid 
and dry chemicals, plastics, and petroleum shipments, 
in part due to the business interruptions caused by 
Hurricane Rita, reduced volume. In addition, liquid 
and dry chemical shipments and plastic shipments were 
lower due to a weak export market, plant closures for 
maintenance, and the impact of an agreement with the 
BNSF for access to certain facilities in the Bayport, 
Texas area. ARC improved in 2005 due to price 
increases and fuel surcharges. 


2006 Energy Revenue 


Colorado / 
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2006 Chemicals Revenue 
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Energy — Price increases, fuel surcharges, and index- 
based contract escalators primarily drove the increases 
in revenue and ARC in 2006 over 2005. Volume 
increases also contributed to revenue growth as coal 
shipments from the SPRB mines improved 8% during 
the year. These increases in 2006 partially reflect lower 
volume levels in 2005, as SPRB Joint Line disruptions, 
network disruptions resulting from Hurricane Rita, 
and the October Kansas washouts hampered coal 
shipments in 2005. Conversely, shipments from the 
Colorado and Utah mines declined 6% in 2006 due to 
mine shutdowns during the first quarter of 2006, 
along with the impact of mining production problems 
and network maintenance throughout the third 
quarter of 2006. 


Revenue growth in 2005 over 2004 reflects higher 
prices, fuel surcharges, and index-based contract 
escalators. Although volume grew in the first quarter, 
carloads for 2005 were flat as a result of the extensive 
maintenance and restoration work on the SPRB Joint 
Line during the second, third, and fourth quarters, the 
impact of Hurricane Rita, the Kansas washouts, and 
temporary outages at mines in Colorado and Utah 
during the fourth quarter of 2005. ARC was higher 
due to price increases, higher fuel surcharges, and 
index-based contract escalators. 


Industrial Products — Price increases and fuel surcharges 
improved revenue and ARC in 2006 over 2005. Volume 
levels declined due to lower lumber, paper, and 
newsprint shipments, which were partially offset by 
higher steel shipments. The softening of the housing 
market, lower production levels, and general market 
uncertainty drove the reduction in lumber shipments. 
Conversely, strong domestic markets throughout most 
of the year drove the increase in construction-related 
steel material and pipe, particularly those materials used 
in oil and gas drilling. Hurricane Rita reduced shipment 
volumes of industrial products in 2005, which favorably 
affected volume comparisons with 2006. 


Price increases and fuel surcharges generated 
revenue growth in 2005 versus 2004. In particular, 
lumber shipments contributed to this growth due to 
solid pricing gains and fuel surcharges. Revenue from 
stone shipments increased revenue from construction 
products due to strong construction demand, larger 
train sizes, and improved car cycle times. Car cycle time 
is defined as the amount of time that a car spends on our 
system measured from the origin of the loaded or empty 
move until arrival at final destination. Overall carloads 
were flat compared to 2004. Partially offsetting 
substantial volume growth of stone shipments were 
reduced paper moves, primarily newsprint and fiber, and 
fewer shipments of government materials, steel, and 
cement, resulting from softening markets, cement 
shortages in certain markets, and higher inventories. 
Price increases and fuel surcharges drove ARC increases. 


2006 Intermodal Revenue 
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Intermodal -— Record volume growth, fuel surcharges, 
price increases, and index-based contract escalators 
combined to improve revenue in 2006 over 2005 in 
addition to the favorable impact from weaker intermodal 
revenue during 2005 due to the January West Coast 
storm. Carloadings grew due to strong imports, 
primarily from Asia, partially offset by decreased 
domestic traffic. ARC improved due to price increases, 
fuel surcharges, and contract escalators. 


Revenue in 2005 improved over 2004 due to strong 
imports, primarily from China and the rest of Asia. 
However, business interruptions during the first quarter 
of 2005 due to the January West Coast storm limited 
full-year revenue growth. ARC improved due to price 
increases, fuel surcharges, and contract escalators. 


Mexico Business — Each commodity group discussed above includes revenue from shipments to and from Mexico. 
Revenue from Mexico business increased 23% to $1.4 billion in 2006 compared to 2005. Price increases, fuel 
surcharges, and shipments of finished vehicles, automotive parts, import beer, dry feed ingredients, and 
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intermodal drove revenue growth in 2006. Volume declines in coal, newsprint, and sulfur shipments partially 


offset the increases. 


In 2005, revenue from Mexico grew 15% to $1.1 billion, resulting primarily from price increases and fuel 
surcharges. Carloads were flat versus 2004, as fewer automotive parts, energy, and intermodal shipments offset 


higher agricultural and industrial shipments. 


Operating Expenses 
% Change % Change 
Millions of Dollars 2006 = 2005 2004 2006v2005 2005 v 2004 
Salaries, wages, and employee benefits........... $ 4,599 $ 4,375 $ 4,167 5% 5% 
Piel arid ni tilities 50: a ioc cstcesnediardeltyes cus walaw ak 3,012 2,562 1,816 18 41 
Equipment and other rents ................04. 1,455 1,402 1,374 4 2 
Depreciation i266 sages a nea ce aee eg eee ets 1,237. =1,175 1,111 5 6 
Materials and supplies .................00000. 691 546 488 27 12 
Casualty Costs oi ssc ee ieee eine a tedie eweweeae 410 411 694 - (41) 
Purchased services and other costs.............. 1,290 1,312 ~~ 1,270 (2) 3 
Total) ¢.cta8he chossevneesehesodersecaieades $12,694 $11,783 $10,920 8% 8% 
Operating expenses increased $911 million in 2006. 2006 Operating Expenses 
Higher fuel prices, which rose 16% during the period, 
accounted for $393 million of the increase. Our fuel de. Matéedals 
P Depreciation 
surcharge programs helped offset these expenses in the 10% 5% 
form of higher revenue, recovering approximately 90% Equipment & Fuel & 
of the additional expense incurred above our base fuel Other Utilities 
price of $0.75 per gallon for the year. We base a 12% 24% 
majority of our fuel surcharges on the average U.S. 
diesel fuel price effective two months prior. Our 
recovery percentage improved from the first part of 
2006 due to the timing impact of our surcharges. Buiseaded 
Surcharge revenue began to recover higher fuel costs Bees aua te 
earlier in the year, and the two-month price lag caught Other 
up with declining fuel prices during the fourth quarter Salaries & C 10% 
: asualty 
of 2006. Conversely, fuel surcharge revenue during the Benefits 3% 
first quarter of 2007 will decline as lower fourth quarter 36% 


fuel prices will reduce most of our surcharges. 


Wages, benefits, and materials and _ supplies 
inflation; a larger workforce; volume-related expenses; 
and higher locomotive and freight car maintenance and 
lease expenses accounted for most of the additional 
increase in 2006. Settlement of all remaining insurance 
claims related to the 2005 January West Coast storm, 
an improved fuel consumption rate, and improved car 
cycle times (which reduced freight car rental expense) 
partially offset the cost increases. Additional clean-up 
and restoration costs for the 2005 January West Coast 
storm favorably affects comparison of 2005 operating 
expenses with those in 2006. 
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Operating expenses increased $863 million in 2005 versus 2004. Excluding the asbestos charge of $247 
million (pre-tax) in 2004, operating expenses increased $1.1 billion, or 10%. Significantly higher locomotive fuel 
prices accounted for $740 million of this increase (our fuel surcharge programs helped offset these expenses in the 
form of higher revenue). Inflation in wages, benefits, materials, and services, as well as a larger workforce, resulted 
in most of the additional increase. Also driving higher operating expenses were increased contract services and 
clean-up and restoration costs associated with the 2005 January West Coast storm. 


Salaries, Wages, and Employee Benefits — General wage and benefit inflation increased expenses in 2006, reflecting 
higher salaries and wages and the impact of higher healthcare costs and other benefit costs. A larger workforce, 
driven by higher volume levels, and stock option expense required by new accounting rules also contributed to 
higher expenses. Conversely, reduced protection costs and operational improvements, boosted by network 
management initiatives and investment in capacity, partially offset these increases. Protection costs represent the 
differential payment when the wage earned for active employment is lower than an employee’s protected rate of 
pay. An individual’s protected rate is imposed by the STB for employees adversely affected by a merger or is 
established by collective bargaining agreements with our labor unions in certain cases. Additionally, we incurred 
higher labor expenses in 2005 for clean-up and restoration of property damaged by the January West Coast storm. 


Several factors drove higher employment expenses in 2005. General wage and benefit inflation increased 
expenses, reflecting higher salaries and wages and the year-over-year impact of higher healthcare and other 
benefits costs. We also incurred higher expenses for management bonuses in 2005, as executive bonuses were not 
awarded for 2004 and bonuses for the professional workforce were significantly reduced in 2004. A 3% increase in 
our workforce and higher demand during 2005 also contributed to the increases. Additionally, labor expenses, in 
the form of higher train crew costs and labor incurred for repair and clean-up activities, increased due to the 
hurricanes in the third quarter and the West Coast storm in the first quarter. Reduced severance and relocation 
costs, increased network efficiency, and reduced training expenses partially offset these increases. Transferring 
various support personnel to Omaha, Nebraska, resulted in higher severance and relocation costs in 2004. 


Fuel and Utilities 


% Change % Change 


Millions of Dollars 2006 2005 2004 2006v2005 2005 v 2004 
Locomotive fuel expense ..............000000. $2,821 $2,393 $1,684 18% 42% 
Fuel surcharge revenue ..... 0... ee eee eee eee 1,619 963 292 68 230 


Fuel and utilities include locomotive fuel, utilities other than telephone, and gasoline and other fuels. Higher 
diesel fuel prices, which averaged $2.06 per gallon (including taxes and transportation costs) in 2006 compared to 
$1.77 per gallon in 2005, increased expenses by $393 million. A 3% increase in gross ton-miles resulted in $63 
million of additional expenses, which was partially offset by a 2% improvement in our fuel consumption rate due 
to the use of newer, more fuel-efficient locomotives and our fuel conservation programs. As noted above (and 
described in this Item 7), we offset a significant portion of increased locomotive fuel expenses through revenue 
from fuel surcharges. Gasoline, utilities, and propane and other fuel expenses increased $20 million in 2006 due to 
higher prices and increased usage. 


In 2005, diesel fuel prices averaged $1.77 per gallon compared to $1.22 per gallon in 2004, increasing 
expenses by $740 million. A 1% increase in gross ton-miles resulted in $8 million of additional expenses. We 
offset $39 million of these increases with a 2% improvement in our consumption rate in 2005 versus 2004. The 
Railroad had no fuel hedges in place during 2005, whereas we hedged 120 million gallons of fuel in 2004. 
Gasoline, utilities, and propane expenses increased $37 million in 2005 versus 2004 due to higher prices. 


Equipment and Other Rents — Equipment and other rents primarily includes rental expense the Railroad pays for 
freight cars owned by other railroads or private companies; freight car, intermodal, and locomotive leases; other 
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specialty equipment leases; and office and other rentals. Lease expense increased in 2006 compared to 2005 as we 
leased more locomotives and freight cars. Growth in automotive and intermodal shipments also increased our 
short-term freight car rental expense. Improved car-cycle times driven by network management initiatives 
partially offset this increase. 


In 2005, the number of leased locomotives and freight cars increased, resulting in higher lease expense. 
Carload volume growth also increased 2005 expenses. Improved car-cycle times partially offset these increases 
which lowered our short-term freight car rental expense. 


Depreciation — The majority of depreciation relates to track structure, including rail, ties, and other track material. 
A higher depreciable asset base, reflecting higher capital spending in recent years, and increased usage of our 
assets combined for higher depreciation expense in 2006 and 2005. 


Materials and Supplies — Materials used to maintain the Railroad’s lines, structures, and equipment are the 
principal components of materials and supplies expense. This expense item also includes small tools, office 
supplies, other materials, and the costs of freight services to ship Railroad supplies and materials. We used more 
repair materials at higher component costs to repair and maintain freight cars and our fleet of locomotives in 
2006, including a growing number of units not covered by warranties. In addition, we performed more 
maintenance on locomotives that were maintained internally and not subject to maintenance contracts with 
third-party contractors compared to 2005. 


During 2005, materials and supplies expense increased, primarily due to locomotive and freight car 
maintenance. We used more repair materials to maintain a larger fleet of locomotives, including a growing 
number of units not covered by warranties. Additionally, we incurred higher costs for car wheel sets, traction 
motors, and lube oil. Conversely, we incurred lower freight charges for shipping Railroad materials, and stationery 
and office supplies. 


Casualty Costs — Personal injury costs, freight and property damage, insurance, and environmental expense are 
the primary components of casualty costs. Costs were flat in 2006 compared to 2005 as lower bad debt expenses, 
lower freight damage expenses, and lower expenses for destruction of foreign or leased equipment all offset 
personal injury costs and higher settlement expenses. 


In 2005, casualty costs were lower than the previous year primarily due to higher expenses incurred in 2004 
for an asbestos charge, a costly derailment near San Antonio, and a large jury verdict — affirmed in 2004 — for a 
1998 crossing accident. Lower freight and property damage expense and lower costs for destruction of foreign or 
leased equipment also reduced casualty costs. Conversely, we incurred higher insurance costs and increased costs 
for third-party personal injuries and damages related to environmental exposures. 


Purchased Services and Other Costs — Purchased services and other costs include the costs of services purchased 
from outside contractors, state and local taxes, net costs of operating facilities jointly used by UPRR and other 
railroads, transportation and lodging for train crew employees, trucking and contracting costs for intermodal 
containers, leased automobile maintenance expenses, telephone and cellular expense, employee travel expense, 
and computer and other general expenses. Volume-related expenses, including crew transportation and lodging 
costs, increased in 2006 driven by 3% growth of carloads. Higher state and local taxes (primarily sales and use 
taxes related to higher diesel fuel prices) also increased expenses in 2006 compared to 2005. Conversely, lower 
locomotive contract maintenance costs and lower expenses associated with jointly-owned operating facilities 
reduced expenses in 2006 compared to 2005. Settlement of all remaining insurance claims related to the 
2005 January West Coast storm and the gain from the sale of two airplanes also reduced expenses in 2006. Finally, 
clean-up and restoration costs related to the January West Coast storm increased expenses in 2005, which also 
contributed to lower year-over-year expenses in 2006. 


Expenses increased in 2005 versus 2004 because we experienced higher volume-related costs for freight car 
and locomotive contract maintenance and crew transportation and lodging. Although our intermodal carloadings 
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increased over 4% in 2005, costs for trucking services provided by intermodal carriers remained flat as we 
substantially reduced expenses associated with network inefficiencies. Higher diesel fuel prices increased sales and 
use taxes in 2005, which resulted in higher state and local taxes. Other contract expenses for equipment 
maintenance and other services increased in 2005. The 2005 January West Coast storm and Hurricanes Katrina 
and Rita also contributed to higher expenses in 2005 (net of insurance settlements received). Partially offsetting 
these increases was a reduction in relocation expenses as we incurred higher relocation costs associated with 
moving support personnel to Omaha, Nebraska during 2004. 


Non-Operating Items 


% Change % Change 


Millions of Dollars 2006 2005 2004 2006v2005 2005 v 2004 
Other INCOME os cccacdeecaudodiw bred sadadeneon $118 $145 $ 88 (19)% 65% 
Interest EXPENSE oss accceecesacc cancer a seas (477) (504) (527) (5) (4) 
ICOM C TAKES: vecelscese Hace Rds cheek eee Dade wee es (919) (410) (252) 124 63 


Other Income — Lower net gains from non-operating asset sales and higher expenses due to rising interest rates 
associated with our sale of receivables program resulted in a reduction in other income in 2006, which was 
partially offset by higher rental income for the use of our right-of-way (including 2006 settlements of rate disputes 
from prior years) and cash investment returns due to higher interest rates. 


In 2005, other income increased largely as a result of higher gains from real estate sales partially offset by 
higher expenses due to rising interest rates associated with our sale of receivables program. 


Interest Expense — Lower interest expense in 2006 and 2005 was primarily due to declining weighted-average debt 
levels of $7.1 billion, $7.8 billion, and $8.1 billion in 2006, 2005, and 2004, respectively. A higher effective interest 
rate of 6.7% in 2006, compared to 6.5% in both 2005 and 2004, partially offset the effects of the declining debt 
level. 


Income Taxes — Income tax expense was $509 million higher in 2006 than 2005. Higher pre-tax income resulted in 
additional taxes of $414 million and $118 million of the increase resulted from the one-time reduction in 2005 
described below. Our effective tax rate was 36.4% and 28.6% in 2006 and 2005, respectively. 


Income taxes were greater in 2005 than 2004 due to higher pre-tax income partially offset by a previously 
reported reduction in income tax expense. In our Quarterly Report on Form 10-Q for the quarter ended June 30, 
2005, we reported that the Corporation analyzed the impact that final settlements of pre-1995 tax years had on 
previously recorded estimates of deferred tax assets and liabilities. The completed analysis of the final settlements 
for pre-1995 tax years, along with Internal Revenue Service Examination Reports for tax years 1995 through 2002 
were considered, among other things, in a review and re-evaluation of the Corporation’s estimated deferred tax 
assets and liabilities as of September 30, 2005, resulting in an income tax expense reduction of $118 million in 
2005. 
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OPERATING AND FINANCIAL STATISTICS 
Railroad Performance Measures 
We report key Railroad performance measures weekly to the Association of American Railroads, including 


carloads, average daily inventory of rail cars on our system, average train speed, and average terminal dwell time. 
This operating data is available on our website at www.up.com/investors/reports/index.shtml. 


Operating Statistics 
% Change % Change 
2006 = 2005 2004 2006Vv2005 2005 v 2004 
Average train speed (miles per hour) ............ 21.4 21.1 21.4 1% (1)% 
Average terminal dwell time (hours) ............ 27,2 28.7 30.5 (5) (6) 
Gross ton-miles (billions) ......... 0.0.0.0. 00s 1,072.5 1,043.9 1,037.5 3 1 
Revenue ton-miles (billions) ................00. 565.2 548.8 546.3 3 - 
Average full-time equivalent employees .......... 50,739 49,747 48,329 2 3 


Average Train Speed — Average train speed is calculated by dividing train miles by hours operated on our main 
lines between terminals. Ongoing network management initiatives and capacity expansion allowed us to move 3% 
more carloads in 2006 and improve average train speed 1%. In 2005, the January West Coast storm, disruptions 
on the SPRB Joint Line, business interruptions caused by Hurricane Rita, and the Kansas washouts in October 
hampered efforts to improve our average train speed. 


Average Terminal Dwell Time — Average terminal dwell time is the average time that a rail car spends at our 
terminals. Lower average terminal dwell time is favorable. Average terminal dwell improved 5% and 6% in 2006 
and 2005, respectively, as a result of ongoing management initiatives and directed efforts to more timely deliver 
rail cars offline to our interchange partners and customers. 


Gross and Revenue Ton-Miles — Gross ton-miles are calculated by multiplying the weight of loaded or empty 
freight cars by the number of miles hauled. Revenue ton-miles are calculated by multiplying the weight of freight 
by the number of tariff miles. In 2006, gross and revenue ton-miles grew 3% in relation to the 3% increase in 
carloadings as volume was balanced between the higher and lower density commodities. In 2005, gross ton-miles 
grew 1%, in relation to a 1% increase of carloadings. Revenue ton-miles were flat in 2005. 


Average Full-Time Equivalent Employees — Higher employee levels in 2006 and 2005 included more people to 
maintain our larger locomotive and freight car fleet, the addition of employees needed to complete increased track 
repair and replacement programs, the hiring of operations management personnel, including an expanded 
management training program, and train and engine personnel to manage current demand. 
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Return on Invested Capital 


Millions of Dollars, Except Percentages 2006 2005 2004 
INGtiNCOMECs s4cc56 er ead kes akoare mhatndeesleneseataaueianas $ 1,606 $ 1,026 $ 604 
Add: Interest- expense: oi ss20d00caeerdes cae eae eenin es eaareetenes 477 504 527 
Add: Sale of receivables fees 2.0... ccc ccc ccc cece eens 33 23 11 
Add: Interest on present value of operating leases ...............00.. 268 218 172 
Less: Taxes on interest and fees 1.1... . 0... cece cece eee e eens (283) (213) (209) 
Net operating profit after taxes as adjusted (a) .............--- 00s $ 2,101 $ 1,558 $ 1,105 
AVerase Equity: iacac cde r dk peitles wales ne seo ees Roe ee aware $14,510 $13,181 $12,505 
Add: Average debt is.ccsviacbecis de nee ied adioeateeeca sane bawie 7,098 7,774 8,060 
Add: Average value of sold receivables .......... 0... eee eee eee 600 595 590 
Add: Average present value of operating leases .................0.. 3,349 2,729 2,147 
Average invested capital as adjusted (b) .. 0.22.0... cece eee eee ee $25,557 $24,279 $23,302 
Return on invested capital as adjusted (a/b) ........ 00... cee eee, 8.2% 6.4% 4.7% 


Return on invested capital (ROIC) is considered a non-GAAP financial measure by SEC Regulation G and 
Item 10 of SEC Regulation S-K. We believe this measure is important in evaluating the efficiency and effectiveness 
of the Corporation’s long-term capital investments, and we currently use ROIC as a performance criteria in 
determining certain elements of compensation for our executive officers and senior management. ROIC should 
be considered in addition to, rather than as a substitute for, other information provided in accordance with 
GAAP. A comparable GAAP measure is Return on Equity, which is included in Selected Financial Data, Item 6. 


Debt to Capital/Lease Adjusted Debt to Capital 


Millions of Dollars, Except Percentages 2006 2005 2004 
IEPA) ees anes ceeun ae ec oa hn ea eee ees $ 6,780 $ 7,416 $ 8,131 
EQUILY. oven cacda ri gecanda Deedee cass aa ees ade Ewe aS 15,312 13,707 12,655 
CA rata cen pita verse eo acita Danek vile ea heen: $22,092 $21,123 $20,786 
Debt to capital (a/b). acardcdasaecene er eauenaa vate wns Rou Ree 30.7% 35.1% 39.1% 
Millions of Dollars, Except Percentages 2006 2005 2004 
Debt win ccdeyedes teres cea Me aue eae eae hen sd. sag haw de eed ved $ 6,780 $ 7,416 $ 8,131 
Net present value of operating leases ........ 0... cece ee eee eee ee 3,513 3,185 2,273 
Lease adjusted debt; (a) sccdc-e aa Saeibinnes gacred casa Ge wad. ee teow ans $10,293 $10,601 $10,404 
EQUILY ei joe etc ered aia d nd Weeds ioe Va Ron bes a eee eee ae 15,312 13,707 12,655 
Lease adjusted capital (D) os sisi e ducdie sate eine eels tataew Maree tue ees $25,605 $24,308 $23,059 
Lease adjusted debt to capital (a/b) 1.0... eee eee eee 40.2% 43.6% 45.1% 


Lease adjusted debt to capital is considered a non-GAAP financial measure by SEC Regulation G and Item 10 of 
SEC Regulation S-K. We believe this measure is important in evaluating the total amount of leverage in our 
capital structure including off-balance sheet lease obligations. We monitor the ratio of lease adjusted debt to 
capital as we manage our capital structure to balance cost effective and efficient access to the capital markets with 
the Corporation’s overall cost of capital. Lease adjusted debt to capital should be considered in addition to, rather 
than as a substitute for, debt to capital. The table above provides support for the lease adjusted debt to capital 
calculation. Our debt to capital ratios improved as a result of a $636 million reduction in debt from December 31, 
2005, and an increase in retained earnings due to higher net income in 2006. 
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LIQUIDITY AND CAPITAL RESOURCES 


As of December 31, 2006, our principal sources of liquidity included cash, cash equivalents, the sale of receivables, 
and our revolving credit facilities, as well as the availability of commercial paper and other sources of financing 
through the capital markets. We had $2 billion of committed credit facilities available, of which there were no 
borrowings outstanding as of December 31, 2006, and we did not make any short-term borrowings under these 
facilities during the year. The value of the outstanding undivided interest held by investors under the sale of 
receivables program was $600 million as of December 31, 2006. The sale of receivables program is subject to 
certain requirements, including the maintenance of an investment grade bond rating. If our bond rating were to 
deteriorate, it could have an adverse impact on our liquidity. Access to commercial paper is dependent on market 
conditions. Deterioration of our operating results or financial condition due to internal or external factors could 
negatively impact our ability to utilize commercial paper as a source of liquidity. Liquidity through the capital 
markets is also dependent on our financial stability. 


At both December 31, 2006 and 2005, we had a working capital deficit of approximately $1.1 billion. A 
working capital deficit is common in our industry and does not indicate a lack of liquidity. We maintain adequate 
resources to meet our daily cash requirements, and we have sufficient financial capacity to satisfy our current 
liabilities. 


Financial Condition 


Cash Flows 

Millions of Dollars 2006 2005 2004 
Cash provided by operating activities 0.0... . eee eee eee eee eee $ 2,880 $ 2,595 $ 2,257 
Cash used in investing activities 2.0... .. cece eee eee eens (2,042) (2,047) (1,732) 
Cash used in financing activities... 0... eee cece eee eens (784) (752) (75) 
Net change in cash and cash equivalents ....... 0.0... cece cece $ 54 $ (204)$ 450 


Cash Provided by Operating Activities — Higher income in 2006 generated the increased cash provided by operating 
activities, which was partially offset by higher income tax payments, $150 million in voluntary pension 
contributions, higher material and supply inventories, and higher management incentive payments in 2006. 
Higher income, lower management incentive payments in 2005 (executive bonuses, which would have been paid 
to individuals in 2005, were not awarded based on company performance in 2004 and bonuses for the 
professional workforce that were paid out in 2005 were significantly reduced), and working capital performance 
generated higher cash from operating activities in 2005. A voluntary pension contribution of $100 million in 2004 
also augmented the positive year-over-year variance in 2005 as no pension contribution was made in 2005. This 
improvement was partially offset by cash received in 2004 for income tax refunds. 


Cash Used in Investing Activities — An insurance settlement for the 2005 January West Coast storm and lower 
balances for work in process decreased the amount of cash used in investing activities in 2006. Higher capital 
investments and lower proceeds from asset sales partially offset this decrease. Increased capital spending, partially 
offset by higher proceeds from asset sales, increased the amount of cash used in investing activities in 2005 
compared to 2004. 


Cash Used in Financing Activities — The increase in cash used in financing activities primarily resulted from lower 
net proceeds from equity compensation plans ($189 million in 2006 compared to $262 million in 2005). The 
increase in 2005 results from debt issuances in 2004 and higher debt repayments in 2005. We did not issue debt in 
2005 versus $745 million of debt issuances in 2004, and we repaid $699 million of debt in 2005 compared to $588 
million in 2004. The higher outflows in 2005 were partially offset by higher net proceeds from equity 
compensation plans ($262 million in 2005 compared to $80 million in 2004). 
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The table below details cash capital investments for the years ended December 31, 2006, 2005, and 2004. 


Millions of Dollars 2006 2005 2004 
THA 6:35 .aienewiva wines oath Gielen ed abhi ce edie uNeent dat Tea aaleee Oa Grated $1,487 $1,472 $1,328 
Capacity and commercial facilities: (0:01... waves ee center ceeded em ea es ewe ees 510 509 347 
Locomotives and freight Cars: .4.cicccd sree ceded sedeweenreisesoedeeseeawes 135 98 125 
Othe ests ctaydorage ce ake eaten a denene eed edad S dwlnale ce oe ee Re eS 110 90 76 
Iie eee Le Cee ee eT eee Ce ee eee $2,242 $2,169 $1,876 


In 2007, we expect our total capital investments to be approximately $3.2 billion, which may include long- 
term leases. These investments will be used to maintain track and structures, continue capacity expansions on our 
main lines in constrained corridors, remove bottlenecks, upgrade and augment equipment to better meet 
customer needs, build and improve facilities and terminals, and develop and implement new technologies. We 
designed these investments to maintain infrastructure for safety, enhance customer service, promote growth, and 
improve operational fluidity. We expect to fund our 2007 cash capital investments through cash generated from 
operations, the sale or lease of various operating and non-operating properties, and cash on hand at December 31, 
2006. We expect that these sources will continue to provide sufficient funds to meet our expected capital 
requirements for 2007. 


For the years ended December 31, 2006, 2005, and 2004, our ratio of earnings to fixed charges was 4.4, 2.9, 
and 2.1, respectively. The increases in 2006 and 2005 were driven by higher net income. The ratio of earnings to 
fixed charges was computed on a consolidated basis. Earnings represent income from continuing operations, less 
equity earnings net of distributions, plus fixed charges and income taxes. Fixed charges represent interest charges, 
amortization of debt discount, and the estimated amount representing the interest portion of rental charges. See 
Exhibit 12 for the calculation of the ratio of earnings to fixed charges. 


Financing Activities 


Credit Facilities — On December 31, 2006, we had $2 billion in revolving credit facilities available, including $1 
billion under a five-year facility expiring in March 2009 and $1 billion under a five-year facility expiring in March 
2010 (collectively, the "facilities"). The facilities are designated for general corporate purposes and support the 
issuance of commercial paper. Neither of the facilities were drawn on in 2006. Commitment fees and interest rates 
payable under the facilities are similar to fees and rates available to comparably rated investment-grade borrowers. 
These facilities allow for borrowings at floating rates based on London Interbank Offered Rates, plus a spread, 
depending upon our senior unsecured debt ratings. The facilities require the maintenance of a minimum net 
worth and a debt to net worth coverage ratio. At December 31, 2006, we were in compliance with these covenants. 
The facilities do not include any other financial restrictions, credit rating triggers (other than rating-dependent 
pricing), or any other provision that could require the posting of collateral. 


In addition to our revolving credit facilities, we had $150 million in uncommitted lines of credit available, 
including $75 million that expires in March 2007 and $75 million expiring in May 2007. Neither of these lines of 
credit were used as of December 31, 2006. We must have equivalent credit available under our five-year facilities 
to draw on these $75 million lines. 


Dividends — On January 30, 2007, we increased the quarterly dividend to $0.35 per share, payable beginning on 
April 2, 2007, to shareholders of record on February 28, 2007. We expect to fund the increase in the quarterly 
dividend through cash generated from operations, the sale or lease of various operating and non-operating 
properties, and cash on hand at December 31, 2006. 


Dividend Restrictions — We are subject to certain restrictions related to the payment of cash dividends to our 
shareholders due to minimum net worth requirements under our credit facilities. Retained earnings available 
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for dividends increased to $7.8 billion at December 31, 2006, from $6.2 billion at December 31, 2005. We do not 
expect that these restrictions will have a material adverse effect on our consolidated results of operations, financial 
condition, or liquidity. 


Common Stock Repurchases — On January 30, 2007, our Board of Directors authorized us to repurchase up to 
20 million shares of our common stock through December 31, 2009. We may make these repurchases on the open 
market or through other transactions. Our management will have sole discretion with respect to determining the 
timing and amount of these transactions. We expect to fund our common stock repurchases through cash 
generated from operations, the sale or lease of various operating and non-operating properties, and cash on hand 
at December 31, 2006. 


Shelf Registration Statement — Under a current shelf registration statement, we may issue any combination of 
debt securities, preferred stock, common stock, or warrants for debt securities or preferred stock in one or more 
offerings. At December 31, 2006, we had $500 million remaining for issuance under the current shelf registration 
statement. We have no immediate plans to issue any securities; however, we routinely consider and evaluate 
opportunities to replace existing debt or access capital through issuances of debt securities under this shelf 
registration, and, therefore, we may issue debt securities at any time. 


Operating Lease Activities 


As of December 31, 2006, our contractual obligations for operating leases totaled approximately $5.5 billion. 
Discounted at 8%, the present value of this obligation was approximately $3.5 billion. The Railroad, as lessee, 
entered into long-term operating lease arrangements during 2006 to finance the majority of its new equipment 
acquisitions. In 2006, the lessors under these lease arrangements purchased 200 locomotives and 2,100 freight cars 
from the Corporation through various financing transactions with a total equipment cost of approximately $523 
million and a present value of $427 million. These new lease arrangements provide for minimum total rental 
payments of approximately $777 million and are reflected in the contractual obligations table as of December 31, 
2006. 


The lessors financed the purchase of the locomotives and freight cars, in part, by the issuance of equipment 
notes that are non-recourse to the Railroad and are secured by an assignment of the underlying leases and a 
security interest in the various types of equipment. Neither the Railroad nor UPC guarantees payment of the 
equipment notes. The Railroad’s obligations to make operating lease payments under the leases are recourse 
obligations and are not recorded in the Consolidated Statements of Financial Position. 


The Railroad has certain renewal and purchase options with respect to the locomotives and freight cars. If 
the Railroad does not exercise any such options, the equipment will be returned to the lessors at the end of the 
lease term. 


Contractual Obligations and Commitments 


As described in the notes to the Financial Statements and Supplementary Data, Item 8, and as referenced in the 
tables below, we have contractual obligations and commercial commitments that may affect our financial 
condition. However, based on our assessment of the underlying provisions and circumstances of our contractual 
obligations and commercial commitments, including material sources of off-balance sheet and structured finance 
arrangements, there is no known trend, demand, commitment, event, or uncertainty that is reasonably likely to 
occur that would have a material adverse effect on our consolidated results of operations, financial condition, or 
liquidity. In addition, the commercial obligations, financings, and commitments made by us are customary 
transactions that are similar to those of other comparable corporations, particularly within the transportation 
industry. 
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The following tables identify material obligations and commitments as of December 31, 2006: 


[a] 


[b] 
[c] 


[d] 


Payments Due by Period 
Contractual Obligations After 
Millions of Dollars Total 2007 2008 2009 2010 2011 2011 
Debt [a] ...... eee ceececeeeeceeceveus $ 9,102 $1,035 $ 880 $ 693 $ 606 $ 656 $ 5,232 
Operating leases .............. 00 eee eee 5,457 624 546 498 456 419 2,914 
Capital lease obligations [b] ............. 1,916 180 173 168 148 157 1,090 
Purchase obligations [c] ................ 4,516 1,362 573 502 248 199 1,632 
Other post retirement benefits [d] ........ 298 27 28 29 31 31 152 
Total contractual obligations ............. $21,289 $3,228 $2,200 $1,890 $1,489 $1,462 $11,020 


Excludes capital lease obligations of $1,236 million, unamortized discount of $103 million, and market value adjustments of $14 million for 
debt with qualifying hedges that are recorded as liabilities on the Consolidated Statements of Financial Position. Includes an interest 
component of $3,441 million. 

Represents total obligations, including interest component of $680 million. 

Purchase obligations include locomotive maintenance contracts; purchase commitments for locomotives, ties, ballast, and track; and agreements 
to purchase other goods and services. 

Includes estimated other postretirement, medical, and life insurance payments and payments made under the unfunded pension plan for the 
next ten years. No amounts are included for funded pension as no contributions are currently required. 


Amount of Commitment Expiration per Period 


Other Commercial Commitments After 
Millions of Dollars Total 2007 2008 2009 2010 2011 2011 
Credit facilities [a] ...........0.00000 eee $2,000 $ - $ - $1,000 $1,000 $ - $ - 
Sale of receivables [b]...............000. 600 600 - - - - - 
Guarantees [Cl] sac ccacetaded sateen es 464 5 6 18 45 75 315 
Standby letters of credit [d] .............. 37 12 25 - - - - 
Total commercial commitments .......... $3,101 $617 $31 $1,018 $1,045 $75 $315 


[a] None of the credit facilities were used as of December 31, 2006. 
[b] $600 million of the sale of receivables program was utilized at December 31, 2006. 


[c] 


Includes guaranteed obligations related to our headquarters building, equipment financings, and affiliated operations. 


[d] None of the letters of credit were drawn upon as of December 31, 2006. 


Off-Balance Sheet Arrangements 


Sale of Receivables — The Railroad transfers most of its accounts receivable to Union Pacific Receivables, Inc. 
(UPRI), a bankruptcy-remote subsidiary, as part of a sale of receivables facility. UPRI sells, without recourse on a 
364-day revolving basis, an undivided interest in such accounts receivable to investors. The total capacity to sell 
undivided interests to investors under the facility was $600 million at both December 31, 2006 and 2005. The 
value of the outstanding undivided interest held by investors under the facility was $600 million at both 
December 31, 2006 and 2005, respectively. The value of the outstanding undivided interest held by investors is not 
included in our Consolidated Financial Statements. The value of the undivided interest held by investors was 
supported by $1,158 million and $1,226 million of accounts receivable held by UPRI at December 31, 2006 and 
2005, respectively. At December 31, 2006 and 2005, the value of the interest retained by UPRI was $558 million 
and $626 million, respectively. This retained interest is included in accounts receivable in our Consolidated 
Financial Statements. The interest sold to investors is sold at carrying value, which approximates fair value, and 
there is no gain or loss recognized from the transaction. 
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The value of the outstanding undivided interest held by investors could fluctuate based upon the availability 
of eligible receivables and is directly affected by changing business volumes and credit risks, including default and 
dilution. If default or dilution percentages were to increase one percentage point, the amount of eligible 
receivables would decrease by $6 million. Should our credit rating fall below investment grade, the value of the 
outstanding undivided interest held by investors would be reduced, and, in certain cases, the investors would have 
the right to discontinue the facility. 


The Railroad services the sold receivables; however, the Railroad does not recognize any servicing asset or 
liability as the servicing fees adequately compensate the Railroad for its responsibilities. The Railroad collected 
approximately $15.5 billion and $13.4 billion during the years ended December 31, 2006 and 2005, respectively. 
UPRI used certain of these proceeds to purchase new receivables under the facility. 


The costs of the sale of receivables program are included in other income and were $33 million, $23 million, 
and $11 million for 2006, 2005, and 2004, respectively. The costs include interest, program fees paid to banks, 
commercial paper issuing costs, and fees for unused commitment availability. 


The investors have no recourse to the Railroad’s other assets except for customary warranty and indemnity 
claims. Creditors of the Railroad have no recourse to the assets of UPRI. In August 2006, the sale of receivables 
program was renewed for an additional 364-day period without any significant changes in terms. 


Guarantees — At December 31, 2006, we were contingently liable for $464 million in guarantees. We have 
recognized a $6 million liability for the fair value of these obligations as of December 31, 2006. We entered into 
these contingent guarantees in the normal course of business, and they include guaranteed obligations related to 
our headquarters building, equipment financings, and affiliated operations. The final guarantee expires in 2022. 
We are not aware of any existing event of default that would require us to satisfy these guarantees. We do not 
expect that these guarantees will have a material adverse effect on our consolidated financial condition, results of 
operations, or liquidity. 


OTHER MATTERS 


Inflation — The cumulative effect of long periods of inflation significantly increases asset replacement costs for 
capital-intensive companies. As a result, assuming that we replace all operating assets at current price levels, 
depreciation charges (on an inflation-adjusted basis) would be substantially greater than historically reported 
amounts. 


Derivative Financial Instruments — We may use derivative financial instruments in limited instances for other 
than trading purposes to assist in managing our overall exposure to fluctuations in interest rates and fuel prices. 
We are not a party to leveraged derivatives and, by policy, do not use derivative financial instruments for 
speculative purposes. Derivative financial instruments qualifying for hedge accounting must maintain a specified 
level of effectiveness between the hedging instrument and the item being hedged, both at inception and 
throughout the hedged period. We formally document the nature and relationships between the hedging 
instruments and hedged items, as well as our risk-management objectives, strategies for undertaking the various 
hedge transactions, and method of assessing hedge effectiveness. Changes in the fair market value of derivative 
financial instruments that do not qualify for hedge accounting are charged to earnings. We may use swaps, collars, 
futures, and/or forward contracts to mitigate the risk of adverse movements in interest rates and fuel prices; 
however, the use of these derivative financial instruments may limit future benefits from favorable price 
movements. 


Market and Credit Risk — We address market risk related to derivative financial instruments by selecting 
instruments with value fluctuations that highly correlate with the underlying hedged item. Credit risk related to 
derivative financial instruments, which is minimal, is managed by requiring high credit standards for 
counterparties and periodic settlements. At December 31, 2006 and 2005, we were not required to provide 
collateral, nor had we received collateral, relating to our hedging activities. 
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Determination of Fair Value — We determined the fair values of our derivative financial instrument positions at 
December 31, 2006 and 2005 based upon current fair values as quoted by recognized dealers or developed based 
upon the present value of expected future cash flows. 


Sensitivity Analyses — The sensitivity analyses that follow illustrate the economic effect that hypothetical changes in 
interest rates could have on our results of operations and financial condition. These hypothetical changes do not 
consider other factors that could impact actual results. 


Interest Rate Fair Value Hedges — We manage our overall exposure to fluctuations in interest rates by adjusting the 
proportion of fixed and floating rate debt instruments within our debt portfolio over a given period. We generally 
manage the mix of fixed and floating rate debt through the issuance of targeted amounts of each as debt matures 
or as we require incremental borrowings. We employ derivatives, primarily swaps, as one of the tools to obtain the 
targeted mix. In addition, we also obtain flexibility in managing interest costs and the interest rate mix within our 
debt portfolio by evaluating the issuance of and managing outstanding callable fixed-rate debt securities. 


Swaps allow us to convert debt from fixed rates to variable rates and thereby hedge the risk of changes in the 
debt’s fair value attributable to the changes in interest rates. We account for swaps as fair value hedges using the 
short-cut method pursuant to Financial Accounting Standards Board (FASB) Statement No. 133, Accounting for 
Derivative Instruments and Hedging Activities; therefore, we do not record any ineffectiveness within our 
Consolidated Financial Statements. As of December 31, 2006 and 2005, we had interest rate swaps hedging debt of 
$500 million and $750 million, respectively. 


At December 31, 2006 and 2005, we had variable-rate debt representing approximately 7% and 10%, 
respectively, of our total debt. If variable interest rates average one percentage point higher in 2007 than our 
December 31, 2006 variable rate, which was approximately 8%, our interest expense would increase by 
approximately $5 million. If variable interest rates averaged one percentage point higher in 2006 than our 
December 31, 2005 variable rate, which was approximately 7%, our interest expense would have increased by 
approximately $7 million. These amounts were determined by considering the impact of the hypothetical interest 
rates on the balances of our variable-rate debt at December 31, 2006 and 2005, respectively. 


Market risk for fixed-rate debt is estimated as the potential increase in fair value resulting from a 
hypothetical one percentage point decrease in interest rates as of December 31, 2006, and amounts to 
approximately $462 million at December 31, 2006. Market risk resulting from a hypothetical one percentage point 
decrease in interest rates as of December 31, 2005, amounted to approximately $535 million at December 31, 
2005. We estimated the fair values of our fixed-rate debt by considering the impact of the hypothetical interest 
rates on quoted market prices and current borrowing rates. 


Interest Rate Cash Flow Hedges — We report changes in the fair value of cash flow hedges in accumulated other 
comprehensive loss until the hedged item affects earnings. At December 31, 2006, we had a reduction of $5 
million recorded as an accumulated other comprehensive loss that is being amortized on a straight-line basis 
through September 30, 2014. As of December 31, 2006 and 2005, we had no interest rate cash flow hedges 
outstanding. 


Fuel Cash Flow Hedges — Fuel costs are a significant portion of our total operating expenses. In 2006 and 2005, our 
primary means of mitigating the impact of adverse fuel price changes was our fuel surcharge programs. However, 
we may use swaps, collars, futures and/or forward contracts to further mitigate the impact of adverse fuel price 
changes. We did not have any fuel hedges in place during 2006 or 2005. We hedged 120 million gallons of fuel 
during 2004 using collars with average cap, floor, and ceiling prices of $0.74, $0.64, and $0.86 per gallon, 
respectively. 


Fuel Swaps — We entered into two fuel basis swaps for the period August 2006 through July 2008, which cover a 
total of 151 million gallons of diesel fuel. These commodity basis swaps require us to make payments to, 
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or receive payments from, the counterparty based on the difference between certain price indices. Changes in the 
fair value of these swaps are reflected in fuel expense. We reported a derivative asset of approximately $2 million 
at December 31, 2006, which represents the fair value of the swaps. The swaps reduced fuel expense for 2006 by $3 
million, which included monthly net settlements with the counterparty and the fair value recognition at 
December 31, 2006. 


Accounting Pronouncements — In June 2006, the FASB issued Interpretation No. 48, Accounting for Uncertainty 
in Income Taxes, an interpretation of FASB Statement No. 109 (FIN 48). Under the interpretation, we will 
recognize tax benefits only for tax positions that are more likely than not to be sustained upon examination by tax 
authorities. The amount recognized will be measured as the largest amount of benefit that is greater than 50 
percent likely of being realized upon ultimate settlement. The interpretation is effective for us beginning in the 
first quarter of 2007. The cumulative effect of adopting FIN 48 will be a one-time reduction in the January 1, 2007 
balance of retained earnings. Future changes in uncertain tax positions will be included in income tax expense. 
We do not expect that the cumulative effect of adopting FIN 48 will have a material impact on our Consolidated 
Financial Statements. 


In September 2006, the FASB issued Statement No. 157, Fair Value Measurement (FAS 157). While this 
statement does not require new fair value measurements, it provides guidance on applying fair value and expands 
required disclosures. FAS 157 is effective for us beginning in the first quarter of 2008. We are currently assessing 
the impact FAS 157 may have on our Consolidated Financial Statements. 


In September 2006, the FASB issued Statement No. 158, Employers’ Accounting for Defined Benefit Pension 
and Other Postretirement Plans (FAS 158). FAS 158 required us to recognize the funded status of our pension and 
postretirement plans in the balance sheet, along with a corresponding noncash, after-tax adjustment to 
shareholders’ equity. Funded status is determined as the difference between the fair value of plan assets and the 
benefit obligation. Changes in the funded status will be recognized in other comprehensive loss. We adopted FAS 
158 at the end of 2006 and have disclosed the impact of the adoption in note 7 of the Financial Statements and 
Supplementary Data, Item 8. 


In September 2006, the SEC issued Staff Accounting Bulletin No. 108, Considering the Effects of Prior Year 
Misstatements when Quantifying Misstatements in Current Year Financial Statements (SAB 108). SAB 108 provides 
interpretive guidance on how the effects of prior-year uncorrected misstatements should be considered when 
quantifying misstatements in the current-year financial statements. SAB 108 requires registrants to quantify 
misstatements using both an income statement and balance sheet approach and then evaluate whether either 
approach results in a misstatement that, when all relevant quantitative and qualitative factors are considered, is 
material. If prior-year errors that had been previously considered immaterial are now considered material based 
on either approach, no restatement is required so long as management properly applied its previous approach and 
all relevant facts and circumstances were considered. If prior-year’s financial statements are not restated, the 
cumulative effect adjustment is recorded in opening accumulated earnings (deficit) as of the beginning of the 
fiscal year of adoption. SAB 108 was effective for us at the end of 2006. The adoption of SAB 108 did not have any 
impact on our Consolidated Financial Statements. 


In February 2007, the FASB issued Statement No. 159, The Fair Value Option for Financial Assets and 
Financial Liabilities (FAS 159). This statement, which is expected to expand fair value measurement, permits 
entities to choose to measure many financial instruments and certain other items at fair value. FAS 159 is effective 
for us beginning in the first quarter of 2008. We are currently assessing the impact FAS 159 may have on our 
Consolidated Financial Statements. 


Asserted and Unasserted Claims — Various claims and lawsuits are pending against us and certain of our 
subsidiaries. It is not possible at this time for us to determine fully the effect of all unasserted claims on our 
consolidated results of operations, financial condition, or liquidity; however, to the extent possible, where 
unasserted claims are considered probable and where such claims can be reasonably estimated, we have recorded 
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a liability. We do not expect that any known lawsuits, claims, environmental costs, commitments, contingent 
liabilities, or guarantees will have a material adverse effect on our consolidated results of operations, financial 
condition, or liquidity after taking into account liabilities previously recorded for these matters. 


Indemnities — Our maximum potential exposure under indemnification arrangements, including certain tax 
indemnifications, can range from a specified dollar amount to an unlimited amount, depending on the nature of 
the transactions and the agreements. Due to uncertainty as to whether claims will be made or how they will be 
resolved, we cannot reasonably determine the probability of an adverse claim or reasonably estimate any adverse 
liability or the total maximum exposure under these indemnification arrangements. We do not have any reason to 
believe that we will be required to make any material payments under these indemnity provisions. 


Insurance Subsidiaries — We have two consolidated, wholly-owned subsidiaries that provide insurance coverage 
for certain risks, including physical loss or property damage and certain other claims that are subject to 
reinsurance. 


CRITICAL ACCOUNTING POLICIES 


Our Consolidated Financial Statements have been prepared in accordance with GAAP. The preparation of these 
financial statements requires estimation and judgment that affect the reported amounts of revenue, expenses, 
assets, and liabilities. We base our estimates on historical experience and on various other assumptions that are 
believed to be reasonable under the circumstances, the results of which form the basis for making judgments 
about the carrying values of assets and liabilities that are not readily apparent from other sources. The following 
critical accounting policies are a subset of our significant accounting policies described in note 1 to the Financial 
Statements and Supplementary Data, Item 8. These critical accounting policies affect significant areas of our 
financial statements and involve judgment and estimates. If these estimates differ significantly from actual results, 
the impact on our Consolidated Financial Statements may be material. 


Asbestos — We are a defendant in a number of lawsuits in which current and former employees allege exposure to 
asbestos. During 2004, we engaged a third party with extensive experience in estimating resolution costs for 
asbestos-related claims to assist us in assessing our potential liability. As a result of this assessment, we increased 
our liability in 2004 for resolving both asserted and unasserted asbestos-related claims through 2034. This liability 
excludes future defense and processing costs. The liability for resolving both asserted and unasserted claims was 
based on the following assumptions: 


+ The number of future claims received would be consistent with historical averages. 
* The number of claims filed against us will decline each year. 


+ The average settlement values for asserted and unasserted claims will be equivalent to historical 
averages. 


+ The percentage of claims dismissed in the future will be equivalent to historical averages. 


Our asbestos-related liabilities were $302 million and $311 million at December 31, 2006 and 2005, 
respectively. The current portion of asbestos-related liabilities was $13 million and $16 million, respectively. 
Approximately 16% of the recorded liability related to asserted claims and approximately 84% related to 
unasserted claims. These claims are expected to be paid out over the next 28 years. We have insurance coverage 
for a portion of the costs incurred to resolve asbestos-related claims, and, as a result of the 2004 assessment, we 
increased our receivable for insurance recoveries related to asbestos during 2004. We have recognized an asset for 
estimated insurance recoveries at December 31, 2006 and 2005. 
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Our asbestos-related claims activity was as follows: 


Claims Activity 2006 2005 2004 
Open claims, beginning balance .. 1.1... eee ete eee eae 2,435 2,316 2,560 
ING WCLALETS S65 eetece sas dive Sesraeee wed b Breer are Seales eee. ody d-widoerSi w Dire eae hes Eales 3% 316 741 474 
Settled or dismissed claims ......... 0. cece cece sence eee eens eeteseeseeenes (474) (622) (718) 
Open claims, ending balance at December 31 ........ 0.0... 0c eee 2,277 =2,435 = 2,316 


During 2006 and 2005 our third-party consultants assisted us in reviewing our actual asbestos claim 
experience compared to the assumptions used in the 2004 estimate, and we determined that no adjustment was 
necessary. We will continue to review actual experience and adjust our estimate as warranted. 


We believe that our liability for asbestos-related claims and the estimated insurance recoveries reflect 
reasonable and probable estimates. The amounts recorded for asbestos-related liabilities and related insurance 
recoveries were based on currently known facts. However, future events, such as the number of new claims to be 
filed each year, average settlement costs, and insurance coverage issues could cause the actual costs and insurance 
recoveries to be higher or lower than the projected amounts. Estimates may also vary due to changes to strategies, 
activities, and outcomes of asbestos litigation, federal and state law governing litigation and compensation of 
asbestos claimants, and the level of payments made to claimants by other defendants. 


Environmental — We are subject to federal, state, and local environmental laws and regulations. We identified 367 
sites at which we are or may be liable for remediation costs associated with alleged contamination or for violations 
of environmental requirements. This includes 44 sites that are the subject of actions taken by the U.S. 
government, 25 of which are currently on the Superfund National Priorities List. Certain federal legislation 
imposes joint and several liability for the remediation of identified sites; consequently, our ultimate 
environmental liability may include costs relating to activities of other parties, in addition to costs relating to our 
own activities at each site. 


Our environmental site activity was as follows: 


Site Activity 2006 2005 2004 
Open sites, beginning balance ....... 0. eects 370 384 417 
ING We SIGS. seestiuigoe. tavsiagueon eee ag Bon Heid Davee eyed Maceeaya ete added ah owen ward ReeNea 50 56 59 
Closed Sites: o..ihea sacard su danddeodwde Raed eed denebeeeetdesiarateddoes (53) (70) (92) 
Open sites, ending balance at December 31.1.0... 0. cece eee 367 370 384 


When we identify an environmental issue with respect to property owned, leased, or otherwise used in the 
conduct of our business, we and our consultants perform environmental assessments on the property. We 
expense the cost of the assessments as incurred. We accrue the cost of remediation where our obligation is 
probable and we can reasonably estimate such costs. We do not discount our environmental liabilities when the 
timing of the anticipated cash payments is not fixed or readily determinable. 


Environmental expense for the years ended December 31, 2006, 2005, and 2004 were $39 million, $45 
million, and $46 million, respectively. As of December 31, 2006 and 2005, we had a liability of $210 million and 
$213 million, respectively, accrued for future environmental costs, of which $54 million and $46 million, 
respectively, were recorded in current liabilities as accrued casualty costs. The liability includes future costs for 
remediation and restoration of sites, as well as ongoing monitoring costs, but excludes any anticipated recoveries 
from third parties. Cost estimates are based on information available for each site, financial viability of other 
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potentially responsible parties, and existing technology, laws, and regulations. The ultimate liability for 
remediation is difficult to determine because of the number of potentially responsible parties involved, site- 
specific cost sharing arrangements with other potentially responsible parties, the degree of contamination by 
various wastes, the scarcity and quality of volumetric data related to many of the sites, and the speculative nature 
of remediation costs. Current obligations are not expected to have a material adverse effect on our consolidated 
results of operations, financial condition, or liquidity. 


Personal Injury — The cost of personal injuries to employees and others related to our activities is charged to 
expense based on estimates of the ultimate cost and number of incidents each year. We use third-party actuaries 
to assist us with measuring the expense and liability, including unasserted claims. The Federal Employers’ Liability 
Act (FELA) governs compensation for work-related accidents. Under FELA, damages are assessed based on a 
finding of fault through litigation or out-of-court settlements. We offer a comprehensive variety of services and 
rehabilitation programs for employees who are injured at work. Annual expenses for personal injury-related 
events were $240 million in 2006, $247 million in 2005, and $288 million in 2004. As of December 31, 2006 and 
2005, we had accrued liabilities of $631 million and $619 million for future personal injury costs, respectively, of 
which $233 million and $274 million was recorded in current liabilities as accrued casualty costs, respectively. Our 
personal injury liability is discounted to present value using applicable U.S. Treasury rates. Approximately 87% of 
the recorded liability related to asserted claims, and approximately 13% related to unasserted claims. Estimates 
can vary over time due to evolving trends in litigation. 


Our personal injury claims activity was as follows: 


Claims Activity 2006 2005 2004 
Open claims, beginning balance ..... 0.0... eect tenes 4,197 4,028 4,085 
New Claims. 50 ccacice nue econ sb OU Pad ed .Ede ERE adm T eam de eee ERE Nes 4,190 4,584 4,366 
Settled or dismissed Claims. «.¢:0 50.4 4-4. gsaacse awed sues hele nde Siw e TAA Grae ens (4,261) (4,415) (4,423) 
Open claims, ending balance at December 31.1... 0.0.0... eee cee eee 4,126 4,197 4,028 


Depreciation — The railroad industry is capital intensive. Properties are carried at cost. Provisions for 
depreciation are computed principally on the straight-line method based on estimated service lives of depreciable 
property. The lives are calculated using a separate composite annual percentage rate for each depreciable property 
group, based on the results of internal depreciation studies. We are required to submit a report on depreciation 
studies and proposed depreciation rates to the STB for review and approval every three years for equipment 
property and every six years for road property. The cost (net of salvage) of depreciable railroad property retired or 
replaced in the ordinary course of business is charged to accumulated depreciation, and no gain or loss is 
recognized. A gain or loss is recognized in other income for all other property upon disposition because the gain 
or loss is not part of rail operations. The cost of internally developed software is capitalized and amortized over a 
five-year period. 


Significant capital spending in recent years increased the total value of our depreciable assets. Cash capital 
spending totaled $2.2 billion for the year ended December 31, 2006. For the year ended December 31, 2006, 
depreciation expense was $1.2 billion. We use various methods to estimate useful lives for each group of 
depreciable property. Due to the capital intensive nature of the business and the large base of depreciable assets, 
variances to those estimates could have a material effect on our Consolidated Financial Statements. If the 
estimated useful lives of all depreciable assets were increased by one year, annual depreciation expense would 
decrease by approximately $43 million. If the estimated useful lives of all assets to be depreciated were decreased 
by one year, annual depreciation expense would increase by approximately $45 million. 


Income Taxes — As required under FASB Statement No. 109, Accounting for Income Taxes, we account for income 
taxes by recording taxes payable or refundable for the current year and deferred tax assets and liabilities for the 
future tax consequences of events that have been recognized in our financial statements or tax returns. These 
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expected future tax consequences are measured based on provisions of tax law as currently enacted; the effects of 
future changes in tax laws are not anticipated. Future tax law changes, such as a change in the corporate tax rate, 
could have a material impact on our financial condition or results of operations. For example, a 1% increase in 
the federal income tax rate would increase our deferred tax liability by approximately $245 million. 


When appropriate, we record a valuation allowance against deferred tax assets to offset future tax benefits 
that may not be realized. In determining whether a valuation allowance is appropriate, we consider whether it is 
more likely than not that all or some portion of our deferred tax assets will not be realized, based in part on 
management’s judgments regarding the best available evidence about future events. Based on that analysis, we 
recorded a valuation allowance of $5 million against certain deferred tax assets as of December 31, 2005. There 
was no valuation allowance as of December 31, 2006. 


Pension and Other Postretirement Benefits — We use third-party actuaries to assist us in properly measuring the 
liabilities and expenses associated with providing pension and defined contribution medical and life insurance 
benefits (OPEB) to eligible employees. In order to use actuarial methods to value the liabilities and expenses we 
must make several assumptions. The critical assumptions used to measure pension obligations and expenses are 
the discount rate and expected rate of return on pension assets. For OPEB, the critical assumptions are the 
discount rate and healthcare cost trend rate. 


We evaluate our critical assumptions at least annually, and selected assumptions are based on the following 
factors: 


* Discount rate is based on a hypothetical portfolio of high quality corporate bonds (rated AA by a 
recognized rating agency) for which the timing and amount of cash flows matches our plan’s expected 


benefit payments. 


+ Expected return on plan assets is based on our asset allocation mix and our historical return, taking into 
consideration current and expected market conditions. 


+ Healthcare cost trend rate is based on our historical rates of inflation and expected market conditions. 


The following tables present the key assumptions used to measure pension and OPEB expense for 2006 and 
the estimated impact on 2006 pension and OPEB expense relative to a change in those assumptions: 


Assumptions Pension OPEB 
DISCOUNE Tate: osc e cad oie nee eek asd ee RTE REA TO dS a dare RRR E EMS Fee Ra ErR Ee Be 5.75% 5.75% 
Salary MCLease® sais ccieca dy sis Ow aiecach ee Meee Rae ea HR Ee ewe ened ee Races SERA Race 2.75% N/A 
Expected return on plan assets: . cis. sic cended nada ee desea see ea eee eae eRe SEE ES 8.00% N/A 
Healthcare cost trend rate: 
CUITENE cincc ce nddasas Peiedaaned wee Rod aR H EOS DESO Pada daca new ae ene ble N/A 9.00% 
Level i 2010» occ sincste eulieseonrtcaale Gerd tehyaie etl slat Rhdtanace. i Ryg'e Bie ater aread tyacee ag eye N/A 5.00% 
Increase 
Sensitivities in Expense 
Millions of Dollars Pension OPEB 
0.25% decrease In discount rate vi.c6s ke aad shin dacalind dase Gbawedes seaed cog da Vandins $6 $— 
0:25% increase 1 Salary SCale ais. iss sd Rae sh ee'p ea ee aka Rea ene bP EERE mE ETE $ 1 N/A 
0.25% decrease in expected return on plan assets ..... 0... cece eee eee $ 4 N/A 
1% increase in healthcare cost trend rate... 1... eee tenet eee tenn ee ene N/A $ 5 


CAUTIONARY INFORMATION 


Certain statements in this report, and statements in other reports or information filed or to be filed with the SEC 
(as well as information included in oral statements or other written statements made or to be made by us), are, or 
will be, forward-looking statements as defined by the Securities Act of 1933 and the Securities Exchange Act of 
1934. These forward-looking statements include, without limitation, statements and information set forth under 
the caption “2007 Outlook” in this Item 7, and any other statements or information in this report (including 
information incorporated herein by reference) regarding: expectations as to operational or service improvements; 
expectations regarding the effectiveness of steps taken or to be taken to improve operations, service, infrastructure 
improvements, transportation plan modifications, and management of customer traffic on the system to meet 
demand; expectations as to cost savings, revenue growth, and earnings; the time by which goals, targets, or 
objectives will be achieved; projections, predictions, expectations, estimates, or forecasts as to our business, 
financial and operational results, future economic performance, and general economic conditions; proposed new 
products and services; estimates of costs relating to environmental remediation and restoration; expectations that 
claims, litigation, environmental costs, commitments, contingent liabilities, labor negotiations or agreements, or 
other matters will not have a material adverse effect on our consolidated results of operations, financial condition, 
or liquidity and any other similar expressions concerning matters that are not historical facts. 


Forward-looking statements should not be read as a guarantee of future performance or results, and will not 
necessarily be accurate indications of the times that, or by which, such performance or results will be achieved. 
Forward-looking information is subject to risks and uncertainties that could cause actual performance or results 
to differ materially from those expressed in the statements. 


Forward-looking statements and information reflect the good faith consideration by management of 
currently available information, and may be based on underlying assumptions believed to be reasonable under the 
circumstances. However, such information and assumptions (and, therefore, such forward-looking statements 
and information) are or may be subject to variables or unknown or unforeseeable events or circumstances over 
which management has little or no influence or control. The Risk Factors in Item 1A of this report could affect 
our future results and could cause those results or other outcomes to differ materially from those expressed or 
implied in the forward-looking statements. 


Forward-looking statements speak only as of the date the statement was made. We assume no obligation to 
update forward-looking information to reflect actual results, changes in assumptions or changes in other factors 
affecting forward-looking information. If we do update one or more forward-looking statements, no inference 
should be drawn that we will make additional updates with respect thereto or with respect to other forward- 
looking statements. 


Item 7A. Quantitative and Qualitative Disclosures about Market Risk 


Information concerning market risk sensitive instruments is set forth under Management’s Discussion and 
Analysis of Financial Condition and Results of Operations — Other Matters, Item 7. 


SEE E > OEE OEE OE OEE > OE OEE >>> 
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Item 8. Financial Statements and Supplementary Data 


Index to Consolidated Financial Statements 


Report of Independent Registered Public Accounting Firm .... 6... eee eee eee 


Consolidated Statements of Income 


For the Years Ended December 31, 2006, 2005, and 2004.0... ccc ccc cee eee eee e eens 


Consolidated Statements of Financial Position 


At December 31, 2006 and 2005........... 


Consolidated Statements of Cash Flows 


For the Years Ended December 31, 2006, 2005, and 2004.0... ccc cc cece eee eee eens 


Consolidated Statements of Changes in Common Shareholders’ Equity 
For the Years Ended December 31, 2006, 2005, and 2004.0... ccc ccc cece eee enas 


Notes to the Consolidated Financial Statements 
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM 
Union Pacific Corporation, its Directors, and Shareholders: 


We have audited the accompanying consolidated statements of financial position of Union Pacific Corporation 
and Subsidiary Companies (the Corporation) as of December 31, 2006 and 2005, and the related consolidated 
statements of income, changes in common shareholders’ equity, and cash flows for each of the three years in the 
period ended December 31, 2006. Our audits also included the financial statement schedule listed in the Table of 
Contents at Part IV, Item 15. These consolidated financial statements and financial statement schedule are the 
responsibility of the Corporation’s management. Our responsibility is to express an opinion on the consolidated 
financial statements and financial statement schedule based on our audits. 


We conducted our audits in accordance with the standards of the Public Company Accounting Oversight 
Board (United States). Those standards require that we plan and perform the audit to obtain reasonable assurance 
about whether the financial statements are free of material misstatement. An audit includes examining, on a test 
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes 
assessing the accounting principles used and significant estimates made by management, as well as evaluating the 
overall financial statement presentation. We believe that our audits provide a reasonable basis for our opinion. 


In our opinion, such consolidated financial statements present fairly, in all material respects, the financial 
position of Union Pacific Corporation and Subsidiary Companies as of December 31, 2006 and 2005, and the 
results of their operations and their cash flows for each of the three years in the period ended December 31, 2006, 
in conformity with accounting principles generally accepted in the United States of America. Also, in our opinion, 
such financial statement schedule, when considered in relation to the basic consolidated financial statements 
taken as a whole, presents fairly, in all material respects, the information set forth therein. 


As discussed in Note 7 to the consolidated financial statements, in 2006 the Corporation adopted Statement 
of Financial Accounting Standard No. 158, Employers’ Accounting for Defined Benefit Pension and Other 
Postretirement Plans. 


We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board 
(United States), the effectiveness of the Corporation’s internal control over financial reporting as of December 31, 
2006, based on the criteria established in Internal Control — Integrated Framework issued by the Committee of 
Sponsoring Organizations of the Treadway Commission and our report dated February 16, 2007 expressed an 
unqualified opinion on management’s assessment of the effectiveness of the Corporation’s internal control over 
financial reporting and an unqualified opinion on the effectiveness of the Corporation’s internal control over 
financial reporting. 


Delott 7 “Jauehe Uf 


Omaha, Nebraska 
February 16, 2007 
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CONSOLIDATED STATEMENTS OF INCOME 


Union Pacific Corporation and Subsidiary Companies 


Millions, Except Per Share Amounts, 


for the Years Ended December 31, 2006 2005 2004 
Operating TEVENUE ssc ctevnd heehee rede Rand PERS ae prepa eees gape $15,578 $13,578 $12,215 
Operating expenses: 
Salaries, wages, and employee benefits ............. 00.0. e eee eee 4,599 4,375 4,167 
Putel and: ttalities: onesie do covecateaserdueiavscertvedoevew ati aves b.& were ete anaes 3,012 2,562 1,816 
Equipment and other rents .......0 620s esc cece deeb ee eben eens 1,455 1,402 1,374 
DEPreClatiOn. vociia aden die gion eas ee coe a Rs ei aunt bea ye are ag nod ee ae 1,237 1,175 Liat 
Materials:and supplies .c.c0isss000 cr bedea doneseeds ee cane sees ge 691 546 488 
Castialty COStS ic. s need crn esGeerernseseretienles seedenia sages 410 411 694 
Purchased services and other costS ..... 0... cece e cee eee eee ees 1,290 1,312 1,270 
Total operating expenses wiiiisaiarerdecsiw dda cdeud bone newew ia eer 12,694 11,783 10,920 
Operating COME 0.2 vids sdiels arg se aatoul be aad eae saree abe el sere Baa el 2,884 1,795 1,295 
Other INCOME s. 66-6 as adics beeing dS ards ee HORE K ROGGE ERR MANNS 118 145 88 
Interest EXPeNse wc. 6.6 seid conse hans aN aes Ghee anes tem ees (477) (504) (527) 
Income before income taxeS ..... 0... ccc ccc cece ence ee ee eee 2,525 1,436 856 
Income taxes: iio 4cde de beeeddsadeuen sda dua s bbe edesanebadawade (919) (410) (252) 
INGEN GORE Soy ane etsreus ie iden scnraast coins erence eyes anne oe Reeve dene cuotivvees Gites 2 $ 1,606 $ 1,026 $ 604 
Share and Per Share: 
Earnings per'sharé= basic ...0.00¢00bscceeee dene eeeee eens canes $ 5.96 $ 3.89 $ 2.33 
Earnings per share — diluted ......... 00... cee ccc cee eee ee $ 5.91 $ 3.85 $ 2.30 
Weighted average number of shares — basic ......... 0.0... e ee eee 269.4 263.4 259.1 
Weighted average number of shares — diluted ................000.. 272.0 266.5 262.2 
Dividends declared per share ..... 0.0... cece eee eee eee $ 1.20 $ 1.20 $ 1.20 


The accompanying notes are an integral part of these Consolidated Financial Statements. 
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CONSOLIDATED STATEMENTS OF FINANCIAL POSITION 


Union Pacific Corporation and Subsidiary Companies 


Millions of Dollars, as of December 31, 2006 2005 
Assets 
Current assets: 
Cash:and cash equivalents: iaa.s esc isai doko beted dba adda ese sd negates $ 827 $ 773 
Accounts receivable; Nets... 6 oes coe-o0cese Aree ane atchces bak @rerire wp. evec BGrE ae el aoe- anew mee 679 747 
Materials‘annd Supples® osassiacccseane cme grteta ane doe h dobsioe sree ena donee S ease aia eng eos 395 331 
Current deferred income taxes ...... ccc ccc cee nent een ene ene 319 304 
Other currentassets: 6. siasoadleces ieee sos FRO TANS Hed SEGR NETS EAE ES 191 170 
TOtaliCurnent: aSSets.<%. 6. vs, anand sie era a ncanoks a sea SAG ievalle sled dre ae ale dae Mniuaews 2,411 2,325 
Investments: 
Investments in and advances to affiliated companies ..............00000 000008 865 789 
Other investinents: + 6d00 6 cade essa e Wee e+ MERE SAKE He Caw aD Renee eae ee’s 12 17 
Total Hv estinients: 4 ds. ore ae save a S58 coda e wheaushatvd dace, doies s a42k Uecate Oh. Gudea aaea ee Gee 877 806 
Properties: 
RAG. % ies scune canoes, 112. onset greea a ieis, ara.)0 kG ghee wD eiaseeeian sai trameah arin aieueareierann oe 35,634 33,812 
Equipment. ssiacadavdwi re wesw dd detadiadseateenus tad eveeV arn eeee 7,637 7,675 
OER ie i cesriueta teh we wae ea antes save ease RMA base Ske ak haw Sa are Ne be aa 177 210 
MOtACOSE: -s..S eed teaae ee acid bane acer seus ance ee ed weer Sled aise Ga Gas antes manera 43,448 41,697 
Accumulated depreciation iiicnedasnis etre ya hale neta a eth ewe aeeh Ne ares (10,575) (9,722) 
IN€t PLOPertles: . cic iae veel s ssa eh besa HERE Rc owwh Ree Lather sag ees 32,873 31,975 
Other assets 25 oekoe Bidl ded area wl sabia 5 ace ww le Aen aS een dia 4 ars gee eben ROA eareres 354 514 
TOtalassets: neal esseisce acansrcias $.dussap acne acd man enssadinra dis wlaee ato are bw dude ew aim cenereeees $ 36,515 $35,620 
Liabilities and Common Shareholders’ Equity 
Current liabilities: 
AccOUntS payable iii ds-net needa Phinda oe whee steno aed Lad eis ene $ 684 $ 783 
Accrued wages:atid VacatlON oecis ddcia saniwee ca banioe ence eae ne Oe a weno ees 412 415 
Acorued casuialtyeOsts: <.a.c.sissiters dcparae vimlerasierlee Waele loctacar sed ses waa llene es 409 478 
Income and Other: taxes® «3, cei. seices eae sade shew a eS Doug Oa DI Dd Rae eres 279 212 
Dividends and interest: scaccgsne eevee gasned Maeda wend ae ewe SabTe eRe oe MeCaee 238 252 
Debt. due within one year’ os cece cesar eee cera eee ceed eee Se Sela E eae 780 656 
Equipment rents payable: ss ccv ccc dawera deena saan neue ad senR oausadane ees 108 130 
Other current liabilities i. .cxdeaseandawacgaas CORRE See DOA RE RT CRM Ke ees 629 458 
Total: current Wabilitiés: 3.653445 palnetengawsn dee bya ade weet aaeGaneweeee napa 3,539 3,384 
Debt:due after OnE Year o<..0.5.4 pace ci Gveean she eee seria eeeeaguinys ween 6,000 6,760 
Deferred 1iCOme taxes: 6 adeccsdessccd eo ace ow aie. gee b.aerd ode wae Male dapate Rake sae @omantrecer’ 9,696 9,482 
Acotued Castialty COSts = a5. syies.esac seconds eisai seternisn ia /e aerate Sang pAReN ove oe slate udlare ae 868 876 
Retiree benehits obligation: 03 i vsciccn vortices ies teeean bene ec ees ea ede 504 855 
Other long-tertn habits: 64 oi ets ithe eee eid ewe es aa ne DOE sa Mees 596 556 
Commitments and contingencies (note 10) 2... ... cee eee eee eee 
MO bal ie DUIS: scp sev austartocs as a xen cestauaratesecanecd, 6 aulrape aka wea aecoreun, honda. ahivask Gdiararey Mi auere ant 21,203 21,913 
Common shareholders’ equity: 
Common shares, par value $2.50 per share, 500,000,000 shares authorized; 

275,962,411 and 275,798,611 shares issued, respectively ............0...000, 690 689 
Paid-inzsurplus 0.00 ces avi agence ak Gals dee iss GRad eet e edge neaeaG cadens 3,943 3,915 
Retained Carmin gs 6 oa seed caves, etek od ae pt eyecare oe Stern ated wide Mod a eon, Sled eee 11,215 9,932 
Treasury stOCKas ita ce ised nwne ieee heh cas Ga heed ses ePhe ged eaawaee eek (394) (599) 
Accumulated other comprehensive loss ......... 00.00 c cece e eee eee ee eee eae (142) (230) 

Total common shareholders’ equity ...... 0... cece eee eee eee tenes 15,312 13,707 
Total liabilities and common shareholders’ equity ......... 0.00. eee e eee eee $ 36,515 $35,620 


The accompanying notes are an integral part of these Consolidated Financial Statements. 
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CONSOLIDATED STATEMENTS OF CASH FLOWS 


Union Pacific Corporation and Subsidiary Companies 


Millions of Dollars, for the Years Ended December 31, 2006 2005 2004 

Operating Activities 

INGE TI COIIC is t5 055 55755 oS So Sree w Gnd ae dea bce bP Aves dard eS WE Re Basra edn ewes $ 1,606 $1,026 $ 604 

Adjustments to reconcile net income to cash provided by operating activities: 
Depreciation 22. .0connqee stag tear Meu dane dohas bhewesdaedehe Hes 1,237 1,175 1,111 
Deferred ancOme faxes ios its gece Sh Pot yoceoe oath Danan neute ae 235 320 359 
Stock-based compensation expense ...... 0... cee cece cece eee eee 35 21 21 
Net gain from asset sales... 0... eee eee eee e eens (72) (135) (69) 
Other operating activities, Net 2csicdsccisseadetigdes deevessdasawonees (175) 37 135 
Changes in current assets and liabilities, net ..... 00... 0. ee eee eee eee 14 151. 96 

Cash provided by operating activities 2.6.0... .. cee eee eee 2,880 2,595 2,257 


Investing Activities 


Gapitalinvestiients: sats cne-aecctsara cave cmvans ata: aleube ardostauat stat's eeiarg Shade eG aon ach (2,242) (2,169) (1,876) 
Proceeds from asset saleS 0... 0... ccc cece cee nett nen e eens 133 185 145 
Acquisition of equipment pending financing ............ 00. (536) (872) (674) 
Proceeds from completed equipment financings ................0. eee eee 536 872 674 
Other investing activities net cis 4 Maeda fie ais aiid die atte neon ions woven eenn m 67 (63) (1) 
Cash used in investing activities .... 0... eee cece eect eee eee ee eens (2,042) (2,047) (1,732) 


Financing Activities 


Dividends paid. ccicccvsniaeatns coaenrtidnda sacheeiewsa Quik wemes sh eaneaead (322) (314) (310) 
Debt Pepaide gigs seiseastlabacen tyne sue tea thisr cet eset, Secare ated Slaon acta nee w eee eee (657) (699) (588) 
Debtissued, s.ccc0s sig ciider tes sg aieaeiesiveneaseasagwedes bed aa ceases - - 745 
Net proceeds from equity compensation plans ................ 0c eee ee eee 160 262 80 
Excess tax benefits from equity compensation plans ....................00, 29 - - 
Other financing activities, net 2.1... . ee ec cee cee eee eeeeeeeeee 6 (1) (2) 
Cash used in financing activities ©... 0... eee eee eee ee eee (784) (752) (75) 
Net change in cash and cash equivalents .......... 00. eee eee eee 54 (204) 450 
Cash and cash equivalents at beginning of year .......... 0.0... e cece eee 773 977 527 
Cash and cash equivalents at end of year .... 6... eee eee $ 827 $ 773 $ 977 


Changes in Current Assets and Liabilities, Net of Acquisitions 


Accounts Técéivablé; Net. «.c-o% aise cre sigissa. aes wte widens donde aes Goa $ 68 $ (201) $ (40) 
Materials and supphes éc04.c0.sacide ci eagee vised egrenestieaaae eden (64) (22) (42) 
Other Current Assets: «0h seers seaceie. es 3-5 duard MAH a a Boake WERT ee eas we. ack (21) 12 101 
Accounts, wages, and vacation payable ......... 0. eee eee eee (102) 224 100 
Other current Mab iities: 6 a55.5.5.8.8 ctevn. a Se, dale ase Wide sees nee HALES Oa eRe RO ow. Ae 133 138 (23) 
TOtal ste dg Heabad avin es PAGE OA o dod Sore Seegts aie ee Oda Oe Le eOe $ 14 $ 151 $ 9% 


Supplemental Cash Flow Information 
Non-cash investing activities: 


Capital investments accrued but not yet paid ...............00..00000, $ 106 
Non-cash financing activity, cash dividends declared but not yet paid ...... 80 
Cash (paid) received during the year for: 

MTC OT OSE 25.02.05 cu fo ie ariececin a ata anal Srey eo anna tsua ie ate th heats annie, ee bate Savana des (492) 

THGome taxes, Mets ecco x eve: awash Rated tated d Riad WAGGA Ron ae eae (549) 


The accompanying notes are an integral part of these Consolidated Financial Statements. 
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$ 103 $ 82 
78 76 


(510) (517) 
(29) 187 


CONSOLIDATED STATEMENTS OF CHANGES IN COMMON SHAREHOLDERS’ EQUITY 


Union Pacific Corporation and Subsidiary Companies 


Accumulated Other 
Comp Income/(Loss) 


Defined Foreign 


Millions of Dollars Common Treasury | Common Paid-in- Retained Treasury Benefit Curr. FAS 
Thousands of Shares Shares Shares Shares Surplus Earnings Stock Plans Trans. 133 Total 
Balance at Jan. 1,2004 ............ 275,693 (17,532) $689 $3,936 $ 8,930 $(1,077) $(109) $(18) $ 3 $12,354 
Comprehensive income/(loss): 
Net inCOMe: o.oy ieee deans be Gaede - - 604 - - - - 604 
Other comp. income/(loss) [a] .... - - - - (103) - (10) (113) 
Total comprehensive 
income/(loss) ...........0005 - - 604 - (103) - (10) 491 
Conversion, exercises of stock 
options, forfeitures, and other .... 2 2,357 - (19) % 141 = = « 122 
Dividends declared ($1.20 per 
SWGFE) Wotan ANG Mane ae KER Re ee - - - - (312) - - - - (312) 
Balance at Dec. 31, 2004 .......... 275,695 (15,175) $689 $3,917 $ 9,222 $ (936) $(212) $(18) $ (7) $12,655 
Comprehensive income/ (loss): 
Net inCome 02.5 asasamnriabevens - - 1,026 - - - - 1,026 
Other comp. income/(loss) [a] .... - - - - 1 5 1 7 
Total comprehensive 
income/(loss) ..........20.05 - - 1,026 - 1 5 1 1,033 
Conversion, exercises of stock 
options, forfeitures, and other .... 104 6,011 = (2) 3 337 - = « 335 
Dividends declared ($1.20 per 
SHALE) tv sede asa eeae Rew es - - - - (316) - - - - (316) 
Balance at Dec. 31, 2005 ........0-. 275,799 (9,164) $689 $3,915. $ 9,932. $ (599) $(211) $(13) $ (6) $13,707 
Comprehensive income/(loss): 
Net income ............0.000005 - - 1,606 - - - - 1,606 
Other comp. income/(loss) [a] .... - - - - 170 (4) 1 167 
Total comprehensive 
income/(loss) ...........0005 - - 1,606 - 170 (4) 1 1,773 
FAS 158 adoption (note 7) [b] ...... - - - - (79) - - (79) 
Conversion, exercises of stock 
options, forfeitures, and other .... 163 3,374 1 28 2 205 = . « 234 
Dividends declared ($1.20 per 
SIGE) a ari neha ceases aes VEEN - - - - (323) - - - - (323) 
Balance at Dec. 31, 2006 ........... 275,962 (5,790) $690 $3,943 $11,215 $ (394) $(120) $(17) $ (5) $15,312 


[a] Net of deferred taxes of $102, $5, and $(69) in 2006, 2005, and 2004, respectively. 
[b] Net of deferred taxes of $(94). 


The accompanying notes are an integral part of these Consolidated Financial Statements. 


47 


NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS 
Union Pacific Corporation and Subsidiary Companies 


For purposes of this report, unless the context otherwise requires, all references herein to the “Corporation”, 
“UPC”, “we”, “us”, and “our” mean Union Pacific Corporation and its subsidiaries, including Union Pacific 
Railroad Company, which will be separately referred to herein as “UPRR” or the “Railroad”. 


1. Significant Accounting Policies 


Principles of Consolidation — The Consolidated Financial Statements include the accounts of Union Pacific 
Corporation and all of its subsidiaries. Investments in affiliated companies (20% to 50% owned) are accounted 
for using the equity method of accounting. All significant intercompany transactions are eliminated. The 
Corporation evaluates its less than majority-owned investments for consolidation pursuant to Financial 
Accounting Standards Board (FASB) Interpretation No. 46 (Revised 2003), Consolidation of Variable Interest 
Entities, an Interpretation of Accounting Research Bulletin No. 51 (FIN 46(R)). We currently have no less than 
majority-owned investments that require consolidation under FIN 46(R). 


Cash and Cash Equivalents — Cash equivalents consist of investments with original maturities of three months or 
less. 


Materials and Supplies — Materials and supplies are carried at the lower of average cost or market. 


Property and Depreciation — Properties are carried at cost. Provisions for depreciation are computed principally 
on the straight-line method based on estimated service lives of depreciable property. The cost (net of salvage) of 
depreciable rail property retired or replaced in the ordinary course of business is charged to accumulated 
depreciation, and no gain or loss is recognized. A gain or loss is recognized in other income for all other property 
upon disposition because the gain or loss is not part of rail operations. The cost of internally developed software is 
capitalized and amortized over a five-year period. 


Impairment of Long-lived Assets — We review long-lived assets, including identifiable intangibles, for 
impairment when events or changes in circumstances indicate that the carrying amount of an asset may not be 
recoverable. If impairment indicators are present and the estimated future undiscounted cash flows are less than 
the carrying value of the long-lived assets, the carrying value is reduced to the estimated fair value as measured by 
the discounted cash flows. 


Revenue Recognition — We recognize commodity revenue on a percentage-of-completion basis as freight moves 
from origin to destination. The allocation of revenue between reporting periods is based on the relative transit 
time in each reporting period with expenses recognized as incurred. Other revenue is recognized as service is 
performed or contractual obligations are met. Customer incentives, which are primarily provided for shipping a 
specified cumulative volume or shipping to/from specific locations, are recorded as a reduction to revenue based 
on actual or projected future customer shipments. 


Translation of Foreign Currency — Our portion of the assets and liabilities related to foreign investments are 
translated into U.S. dollars at the exchange rates in effect at the balance sheet date. Revenue and expenses are 
translated at the average rates of exchange prevailing during the year. Unrealized adjustments are reflected within 
common shareholders’ equity as accumulated other comprehensive income or loss. 


Financial Instruments — The carrying value of our non-derivative financial instruments approximates fair value. 
The fair value of financial instruments is generally determined by reference to market values as quoted by 
recognized dealers or developed based upon the present value of expected future cash flows. 


We periodically use derivative financial instruments, for other than trading purposes, to manage risk related 
to changes in fuel prices and interest rates. 
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Stock-Based Compensation — We have several stock-based compensation plans under which employees and 
non-employee directors receive stock options, nonvested retention shares, and nonvested stock units. We refer to 
the nonvested shares and stock units collectively as “retention awards”. We issue treasury shares to cover option 
exercises and stock unit vestings, while new shares are issued when retention shares vest. 


We adopted FASB Statement No. 123(R), Share-Based Payment (FAS 123(R)), on January 1, 2006. 
FAS 123(R) requires us to measure and recognize compensation expense for all stock-based awards made to 
employees and directors, including stock options. Compensation expense is based on the calculated fair value of 
the awards as measured at the grant date and is expensed ratably over the service period of the awards (generally 
the vesting period). The fair value of retention awards is the stock price on the date of grant, while the fair value of 
stock options is determined by using the Black-Scholes option pricing model. We elected to use the modified 
prospective transition method as permitted by FAS 123(R) and did not restate financial results for prior periods. 
We did not make an adjustment for the cumulative effect of these estimated forfeitures, as the impact was not 
material. 


As a result of the adoption of FAS 123(R), we recognized expense for stock options in 2006, in addition to 
retention awards, which were expensed prior to 2006. Stock-based compensation expense for the year ended 
December 31, 2006 was $22 million, after tax, or $0.08 per basic and diluted share. This includes $9 million for 
stock options and $13 million for retention awards for 2006. Before taxes, stock-based compensation expense 
included $14 million for stock options and $21 million for retention awards for 2006. We recorded $29 million of 
excess tax benefits as an inflow of financing activities in the Consolidated Statement of Cash Flows for the year 
ended December 31, 2006. 


Prior to the adoption of FAS 123(R), we applied the recognition and measurement principles of Accounting 
Principles Board Opinion No. 25, Accounting for Stock Issued to Employees, and related interpretations. No stock- 
based employee compensation expense related to stock option grants was reflected in net income, as all options 
granted under those plans had a grant price equal to the market value of our common stock on the date of grant. 
Stock-based compensation expense related to retention shares, stock units, and other incentive plans was reflected 
in net income. The following table details the effect on net income and earnings per share had compensation 
expense for all of our stock-based awards, including stock options, been recorded in the years ended 
December 31, 2005 and 2004 based on the fair value method under FASB Statement No. 123, Accounting for 
Stock-Based Compensation. 


Pro Forma Stock-Based Compensation Expense Year Ended December 31, 
Millions of Dollars, Except Per Share Amounts 2005 2004 
Net income; as reported” sje ice e kpitrete eee Saved Madd eaves Hels Was wee tes dee Hare $1,026 $ 604 
Stock-based employee compensation expense, reported in net income, net of tax .... 13 13 
Total stock-based employee compensation expense determined under fair value— 

based method for all awards, net of tax [a]... 0... cece eens (50) (35) 
Proforma Net inCoMe ....0 66 si ssaeeertwes ht heer eordv er cwiaabeeeetwases $ 989 $ 582 
Earnings per share — basic, as reported ...... 0.0... eee ees $ 3.89 $2.33 
Earnings per share — basic, pro forma ..... 0.6... cece cece eee eee $ 3.75 $2.25 
Earnings per share — diluted, as reported ........ 0c cece $ 3.85 $2.30 
Earnings per share — diluted, pro forma ......... 0... cece cece $ 3.71 $2.22 


[a] Stock options for executives granted in 2003 and 2002 included a reload feature. This reload feature allowed executives to exercise their options 
using shares of Union Pacific Corporation common stock that they already owned and obtain a new grant of options in the amount of the 
shares used for exercise plus any shares withheld for tax purposes. The reload feature of these option grants could only be exercised if the 
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price of our common stock increased at least 20% from the price at the time of the reload grant. During the year ended December 31, 2005, 
reload option grants represented $19 million of the pro forma expense noted above. There were no reload options exercised during 2004 and no 
pro forma expense for reload option grants in 2004. There were no reload option grants during 2006 as stock options exercised after January 1, 
2006 are not eligible for the reload feature. 


Earnings Per Share — Basic earnings per share are calculated on the weighted-average number of common shares 
outstanding during each period. Diluted earnings per share include shares issuable upon exercise of outstanding 
stock options and stock-based awards where the conversion of such instruments would be dilutive. 


Use of Estimates — Our Consolidated Financial Statements include estimates and assumptions regarding certain 
assets, liabilities, revenue, and expenses and the disclosure of certain contingent assets and liabilities. Actual future 
results may differ from such estimates. 


Income Taxes — As required under FASB Statement No. 109, Accounting for Income Taxes, we account for income 
taxes by recording taxes payable or refundable for the current year and deferred tax assets and liabilities for the 
future tax consequences of events that have been recognized in our financial statements or tax returns. These 
expected future tax consequences are measured based on provisions of tax law as currently enacted; the effects of 
future changes in tax laws are not anticipated. Future tax law changes, such as a change in the corporate tax rate, 
could have a material impact on our financial condition or results of operations. 


When appropriate, we record a valuation allowance against deferred tax assets to offset future tax benefits 
that may not be realized. In determining whether a valuation allowance is appropriate, we consider whether it is 
more likely than not that all or some portion of our deferred tax assets will not be realized, based in part on 
management’s judgments regarding the best available evidence about future events. 


Pension and Postretirement Benefits — We incur certain employment-related expenses associated with pensions 
and postretirement health benefits. In order to measure the expense associated with these benefits, we must make 
various assumptions including discount rates used to value certain liabilities, expected return on plan assets used 
to fund these expenses, salary increases, employee turnover rates, anticipated mortality rates, and expected future 
healthcare costs. The assumptions used by us are based on our historical experience as well as current facts and 
circumstances. We use third-party actuaries to assist us in properly measuring the expense and liability associated 
with these benefits. 


Personal Injury — The cost of injuries to employees and others on our property is charged to expense based on 
estimates of the ultimate cost and number of incidents each year. We use third-party actuaries to assist us in 
properly measuring the expense and liability. Our personal injury liability is discounted to present value using 
applicable U.S. Treasury rates. Legal fees and incidental costs are expensed as incurred. 


Environmental — When environmental issues have been identified with respect to property currently or formerly 
owned, leased, or otherwise used in the conduct of our business, we and our consultants perform environmental 
assessments on such property. We expense the cost of the assessments as incurred. We accrue the cost of 
remediation where our obligation is probable and such costs can be reasonably estimated. We do not discount our 
environmental liabilities when the timing of the anticipated cash payments is not fixed or readily determinable. 
Legal fees and incidental costs are expensed as incurred. 


Asbestos — We estimate a liability for asserted and unasserted asbestos-related claims based on an assessment of 
the number and value of those claims. We use an external consulting firm to assist us in properly measuring the 
expense and liability. Our liability for asbestos-related claims is not discounted to present value due to the 
uncertainty surrounding the timing of future payments. Legal fees and incidental costs are expensed as incurred. 
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2. Operations and Segmentation 


The Railroad, along with its subsidiaries and rail affiliates, is our one reportable operating segment. Although 
revenue is analyzed by commodity group, we analyze the net financial results of the Railroad as one segment due 
to the integrated nature of our rail network. 


UPRR is a Class I railroad that operates in the United States. We have 32,339 route miles, linking Pacific 
Coast and Gulf Coast ports with the Midwest and eastern United States gateways and providing several corridors 
to key Mexican gateways. We serve the western two-thirds of the country and maintain coordinated schedules 
with other rail carriers for the handling of freight to and from the Atlantic Coast, the Pacific Coast, the Southeast, 
the Southwest, Canada, and Mexico. Export and import traffic is moved through Gulf Coast and Pacific Coast 
ports and across the Mexican and Canadian borders. 


3. Financial Instruments 


Strategy and Risk — We may use derivative financial instruments in limited instances for other than trading 
purposes to assist in managing our overall exposure to fluctuations in interest rates and fuel prices. We are not a 
party to leveraged derivatives and, by policy, do not use derivative financial instruments for speculative purposes. 
Derivative financial instruments qualifying for hedge accounting must maintain a specified level of effectiveness 
between the hedging instrument and the item being hedged, both at inception and throughout the hedged period. 
We formally document the nature and relationships between the hedging instruments and hedged items, as well 
as our risk-management objectives, strategies for undertaking the various hedge transactions, and method of 
assessing hedge effectiveness. Changes in the fair market value of derivative financial instruments that do not 
qualify for hedge accounting are charged to earnings. We may use swaps, collars, futures, and/or forward 
contracts to mitigate the risk of adverse movements in interest rates and fuel prices; however, the use of these 
derivative financial instruments may limit future benefits from favorable price movements. 


Market and Credit Risk — We address market risk related to derivative financial instruments by selecting 
instruments with value fluctuations that highly correlate with the underlying hedged item. Credit risk related to 
derivative financial instruments, which is minimal, is managed by requiring high credit standards for 
counterparties and periodic settlements. At December 31, 2006 and 2005, we were not required to provide 
collateral, nor had we received collateral, relating to our hedging activities. 


Determination of Fair Value — We determined the fair values of our derivative financial instrument positions at 
December 31, 2006 and 2005 based upon current fair values as quoted by recognized dealers or developed based 
upon the present value of expected future cash flows. 


Interest Rate Fair Value Hedges — We manage our overall exposure to fluctuations in interest rates by adjusting 
the proportion of fixed and floating rate debt instruments within our debt portfolio over a given period. We 
generally manage the mix of fixed and floating rate debt through the issuance of targeted amounts of each as debt 
matures or as we require incremental borrowings. We employ derivatives, primarily swaps, as one of the tools to 
obtain the targeted mix. In addition, we also obtain flexibility in managing interest costs and the interest rate mix 
within our debt portfolio by evaluating the issuance of and managing outstanding callable fixed-rate debt 
securities. 


Swaps allow us to convert debt from fixed rates to variable rates and thereby hedge the risk of changes in the 
debt’s fair value attributable to the changes in interest rates. We account for swaps as fair value hedges using the 
short-cut method pursuant to FASB Statement No. 133, Accounting for Derivative Instruments and Hedging 
Activities; therefore, we do not record any ineffectiveness within our Consolidated Financial Statements. As of 
December 31, 2006 and 2005, we had interest rate swaps hedging debt of $500 million and $750 million, 
respectively. 
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The following is a summary of our interest rate derivatives qualifying as fair value hedges: 


Interest Rate Fair Value Hedges 


Millions of Dollars, Except Percentages 2006 = =2005 
Amount of debt hedged. s..:cc tte wee sreetn neato ae dae en nage emule na eae ees $500 $750 
Percentage of total debt portfolhlO: ci.cscanccacersieguee ress senacnvensseeetees eee 7% 10% 
Gross fair value liability position ... 0.6... eke eee eee eee e ene enae $(16) $(17) 


Interest Rate Cash Flow Hedges — We report changes in the fair value of cash flow hedges in accumulated other 
comprehensive loss until the hedged item affects earnings. At December 31, 2006, we had a reduction of $5 
million recorded as an accumulated other comprehensive loss that is being amortized on a straight-line basis 
through September 30, 2014. As of December 31, 2006 and 2005, we had no interest rate cash flow hedges 
outstanding. 


Fuel Cash Flow Hedges — Fuel costs are a significant portion of our total operating expenses. In 2006 and 2005, 
our primary means of mitigating the impact of adverse fuel price changes were our fuel surcharge programs. 
However, we may use swaps, collars, futures and/or forward contracts to further mitigate the impact of adverse 
fuel price changes. We did not have any fuel hedges in place during 2006 or 2005. We hedged 120 million gallons 
of fuel during 2004 using collars with average cap, floor, and ceiling prices of $0.74, $0.64, and $0.86 per gallon, 
respectively. 


Fuel Swaps — We entered into two fuel basis swaps for the period August 2006 through July 2008, which cover a 
total of 151 million gallons of diesel fuel. These commodity basis swaps require us to make payments to, or receive 
payments from, the counterparty based on the difference between certain price indices. Changes in the fair value 
of these swaps are reflected in fuel expense. We reported a derivative asset of approximately $2 million at 
December 31, 2006, which represents the fair value of the swaps. The swaps reduced fuel expense for 2006 by $3 
million, which included monthly net settlements with the counterparty and the fair value recognition at 
December 31, 2006. 


Earnings Impact — Our use of derivative financial instruments had the following impact on pre-tax income for 
the years ended December 31: 


Millions of Dollars 2006 2005 2004 
(Increase)/decrease in interest expense from interest rate hedging .............. $(8) $5 $24 
Decrease in fuel expense from fuel derivatives ...... 0.0... cece eee 3 - 14 
Increase/(decrease) in pre-tax incOMEe ........ eee eee eee teens $(5) $5 $38 


Fair Value of Debt Instruments — The fair value of our short- and long-term debt was estimated using quoted 
market prices, where available, or current borrowing rates. At December 31, 2006 and 2005, the fair value of total 
debt exceeded the carrying value by approximately $273 million and $460 million, respectively. At December 31, 
2006 and 2005, approximately $165 million and $169 million, respectively, of fixed-rate debt securities contained 
call provisions that allowed us to retire the debt instruments prior to final maturity, with the payment of fixed call 
premiums, or in certain cases, at par. 


Sale of Receivables — The Railroad transfers most of its accounts receivable to Union Pacific Receivables, Inc. 
(UPRI), a bankruptcy-remote subsidiary, as part of a sale of receivables facility. UPRI sells, without recourse on a 
364-day revolving basis, an undivided interest in such accounts receivable to investors. The total capacity to sell 
undivided interests to investors under the facility was $600 million at both December 31, 2006 and 2005. The 
value of the outstanding undivided interest held by investors under the facility was $600 million at both 
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December 31, 2006 and 2005, respectively. The value of the outstanding undivided interest held by investors is not 
included in our Consolidated Financial Statements. The value of the undivided interest held by investors was 
supported by $1,158 million and $1,226 million of accounts receivable held by UPRI at December 31, 2006 and 
2005, respectively. At December 31, 2006 and 2005, the value of the interest retained by UPRI was $558 million 
and $626 million, respectively. This retained interest is included in accounts receivable in our Consolidated 
Financial Statements. The interest sold to investors is sold at carrying value, which approximates fair value, and 
there is no gain or loss recognized from the transaction. 


The value of the outstanding undivided interest held by investors could fluctuate based upon the availability 
of eligible receivables and is directly affected by changing business volumes and credit risks, including default and 
dilution. If default or dilution percentages were to increase one percentage point, the amount of eligible 
receivables would decrease by $6 million. Should our credit rating fall below investment grade, the value of the 
outstanding undivided interest held by investors would be reduced, and, in certain cases, the investors would have 
the right to discontinue the facility. 


The Railroad services the sold receivables; however, the Railroad does not recognize any servicing asset or 
liability as the servicing fees adequately compensate the Railroad for its responsibilities. The Railroad collected 
approximately $15.5 billion and $13.4 billion during the years ended December 31, 2006 and 2005, respectively. 
UPRI used certain of these proceeds to purchase new receivables under the facility. 


The costs of the sale of receivables program are included in other income and were $33 million, $23 million, 
and $11 million for 2006, 2005, and 2004, respectively. The costs include interest, program fees paid to banks, 
commercial paper issuing costs, and fees for unused commitment availability. 


The investors have no recourse to the Railroad’s other assets except for customary warranty and indemnity 
claims. Creditors of the Railroad have no recourse to the assets of UPRI. In August 2006, the sale of receivables 
program was renewed for an additional 364-day period without any significant changes in terms. 


4. Income Taxes 


Components of income tax expense were as follows for the years ended December 31: 


Millions of Dollars 2006 2005 2004 
Current income tax expense (benefit): 

Federal 5499.:is3-0-tsssaa oe Glens Wie aon secipietdcd is dea EUs ee aaase we Glee TA a a unerdee wee $630 $57 §$ (99) 

State ..5d06hec Gh ive eae ah hi ed bonbhes sun gide@radase bake ang 54 33 (8) 
Total current income tax expense (benefit) ..... 2.0... . eee eee eee eee ee 684 90 (107) 
Deferred income tax expense (benefit): 

Federal 's.s.0.4.5.6:5-2:5 a0 dds Ven ba bCASE a GRE OOOR Ge Deeb eed eee ess eax 205 293 407 

bat E ss. da iii Garang tail sw nlsacyy Aso ottitn alec asin a- le dasaird nr adhe lbs te.alseun cb arate ates denne doen 30 27 (48) 
Total deferred income tax expense .. 0... 0. ccc cece ees 235 320 359 
Ot all phos cea yayrene is xa seine Gd et Suse Sa Ge Reta oe ee Sts av on oS aden we frdah: hea ah ae else ES $919 $410 $252 
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For the years ended December 31, reconciliation between statutory and effective tax rates is as follows: 


Tax Rate Percentages 2006 =2005 =. 2004 
Fedeéral:statutory tax Tate: ...sccsciies deakeebsdae diardehia neeeneiew a neeee 35.0% 35.0% 35.0% 
State statutory rates, net of federal benefits ........... 0.0 cece cece eee ee eee 2.9 2.9 2.9 
Déferred tax adjustMetits'.s..5:8 echevsanubeerergameereirigeaaeer pad orebas (0.5) (8.2) (2.9) 
MAM CEECIUS: c.'u. 85's nab rn-4 fac ey ssautyana tes duis 4 ee 9 cass bans aa hue aude sleds Gabrane a see erence (1.0) (1.2) (5.6) 
OUMEE” gcse tas Bad ne Wa eninhaiath agaree ead hour amen ene eee - 0.1 - 
Effective tax Tate: saciac 6b asta 045d IRAE TEER SEES Oe HELE SOME EEA OAS 36.4% 28.6% 29.4% 


Deferred income tax liabilities (assets) were comprised of the following at December 31: 


Millions of Dollars 2006 =2005 
Net current deferred income tax asset 2.0... 0. cece cece cece een n eee teenies $ (319) $ (304) 
PLOPCIY. oa.:.c4neale dads © tbtant plus haa e Aten HY eRe ale  eeS Aes Kee OR A 9,356 9,216 
Slate taXeS AVE. so. xeaciceswsdied Sdgswtvevarecchia shaves dia oud a Gaevansow Hal Geek deacbeat gece MiGbe-anengek War ocean diane 617 592 
EITC oa 2a sacck sla cath cows ocd sere db she navn aesdyins Mee toLaMa ra Grays etd. auteto ened. dha ace See he ava care Meyer (277) (326) 
Net long-term deferred income tax liability ... 0.0... eee eee eee eee 9,696 9,482 
Net deferred income tax liability s.0s:0g00 cee ginca rie en sna be ee eg aaeund ee eee anaes $9,377 $9,178 


All federal income tax years prior to 1995 are closed. Federal income tax liabilities for tax years 1986 through 
1994 have been resolved. Interest calculations for these years are in process and may take several years to resolve 
with the Internal Revenue Service (IRS). The IRS is examining the Corporation’s federal income tax returns for 
tax years 2003 and 2004 and should complete their exam in 2007. The IRS has completed its examinations and 
issued notices of deficiency for tax years 1995 through 2002, and we are in the IRS Appeals process for these years. 
As previously reported, among their proposed adjustments is the disallowance of tax deductions claimed in 
connection with certain donations of property. In the fourth quarter of 2005, the IRS National Office issued a 
Technical Advice Memorandum that left unresolved whether the deductions were proper, pending further factual 
development. We continue to dispute the donation issue, as well as many of the other proposed adjustments, and 
will contest the associated tax deficiencies through the IRS Appeals process, and, if necessary, litigation. We do not 
expect that the ultimate resolution of these examinations will have a material adverse effect on our Consolidated 
Financial Statements. 


As reported in the Corporation’s Forms 10-Q for the quarters ended June 30, 2005, and September 30, 2005, 
the final settlements for pre-1995 tax years, along with the IRS Examination Reports for tax years 1995 through 
2002, among other things, were considered in a review and re-evaluation of the Corporation’s estimated deferred 
tax assets and liabilities. This review resulted in a reduction of deferred income tax liabilities and income tax 
expense of $118 million in the third quarter of 2005. 
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5. Debt 


Total debt as of December 31, 2006 and 2005, including interest rate swaps designated as hedges, is summarized 
below: 


Millions of Dollars 2006 = =2005 
Notes and debentures, 3.0% to 7.4% due through 2054 [a] .... 0... eee ee eee eee eee $4,803 $5,303 
Capitalized leases, 4.7% to 9.3% due through 2026 ...... 0... eee eee eee 1,236 ~—:1,318 
Medium-term notes, 6.8% to 10.0% due through 2020.0... eee eee ee eee 362 372 
Equipment obligations, 6.6% to 10.2% due through 2019 .. 0... eee eee eee 232 270 
Mortgage bonds, 4.8% due through 2030... 0... eee cc eee cece 59 60 
Tax-exempt financings, 4.4% to 5.7% due through 2026 ............ 00. cece eee eee 191 197 
Unamortizéd discount « <ccist ocd sce e se oeb boas aS bEN EE REESE ERC RDN OaE REC R RADE (103) (104) 
Total debt:| alll sc eccscca eden ses ee BS ais Wave tice Bedeew hind alah elon Sane he aavn, avg Misra o ane deRaes 6,780 =7,416 
Less:current portion [Db] esissescekeeiewignd sede es cee nd ee eee ad saebnen sabgee heya ae (780) (656) 
Totalilong tenn debt .h2cd sb oteareecssawieis Cl IMe hea cores Bees desathnees iS eau $6,000 $6,760 


[a] 2006 and 2005 include a collective write-down of $14 million and $16 million, respectively, due to market value adjustments for debt with 
qualifying hedges that are recorded on the Consolidated Statements of Financial Position. 

[b] 2006 includes a write-down of $4 million due to short-term market value adjustments for debt with qualifying hedges that are recorded on the 
Consolidated Statements of Financial Position. 


Debt Maturities — The following table presents aggregate debt maturities as of December 31, 2006, excluding 
market value adjustments. 


Millions of Dollars 

LOOT is iedea hii, do suktrin es ae Gee RA ad DG Bees eeeRea owe Bene Ra a eae RADE G Gudea ales G wi ue Sug ave a bee a $ 784 
DOB ss. che, dada ea ainns adce lace eave wine Gee areinbca ged Si eels ba RE deena De eda dG o Raw aa eRe 683 
QDS nine ae tas s:ser ap angicd:aosaitesen ste -eeesse tea /an rade asCaccd "Wt "onsd vl detlanees © arezotin cece esagbe ay alla Gsds ap antes BAW ee Orn fo svaat @aiun sees ane nt 532 
LODO) cris cetecesel abe parce eabypaaions actecsanleriee'esd: Soaced lectap's ABN gw dame waa a RN RideirdecheWesRran Ne Te: Soares cecay 6 SENS Nae LN Sars eae Reena Ek 453 
ZOTA os. dead aadignsctonie B ae we wade cal hak 9 ORS Mea how Bauch ao Ae Reade aeal-a es Gd pina Aes Gun Bua usa ea Geo aes 542 
MOT EALE CE oa owe eeial ene: ands ae heresies tira bits ge dh wove. cat-el be Spt wdh 4 cet ecderts bcm Heads nls, Seed bate ae eh tke wel amelie 3,800 
Th Ga Gace ar fe s, aitstns adie ties ncdededeactetsewe d-areoae note ato as ei abe e aissnauset se uiie aul. evens negate alateuee eet ante pile $6,794 


Mortgaged Properties — Equipment with a carrying value of approximately $2.8 billion and $3.0 billion at 
December 31, 2006 and 2005, respectively, serves as collateral for capital leases and other types of equipment 
obligations in accordance with the secured financing arrangements utilized to acquire such railroad equipment. 


As a result of the merger of Missouri Pacific Railroad Company (MPRR) with and into UPRR on January 1, 
1997, and pursuant to the underlying indentures for the MPRR mortgage bonds, UPRR must maintain the same 
value of assets after the merger in order to comply with the security requirements of the mortgage bonds. As of 
the merger date, the value of the MPRR assets that secured the mortgage bonds was approximately $6.0 billion. In 
accordance with the terms of the indentures, this collateral value must be maintained during the entire term of 
the mortgage bonds irrespective of the outstanding balance of such bonds. 


Credit Facilities - On December 31, 2006, we had $2 billion in revolving credit facilities available, including $1 
billion under a five-year facility expiring in March 2009 and $1 billion under a five-year facility expiring in March 
2010 (collectively, the “facilities”). The facilities are designated for general corporate purposes and support the 
issuance of commercial paper. Neither of the facilities were drawn on in 2006. Commitment fees and interest rates 
payable under the facilities are similar to fees and rates available to comparably rated investment-grade borrowers. 
These facilities allow for borrowings at floating rates based on London Interbank Offered Rates, plus a spread, 
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depending upon our senior unsecured debt ratings. The facilities require the maintenance of a minimum net 
worth and a debt to net worth coverage ratio. At December 31, 2006, we were in compliance with these covenants. 
The facilities do not include any other financial restrictions, credit rating triggers (other than rating-dependent 
pricing), or any other provision that could require the posting of collateral. 


In addition to our revolving credit facilities, we had $150 million in uncommitted lines of credit available, 
including $75 million that expires in March 2007 and $75 million expiring in May 2007. Neither of these lines of 
credit were used as of December 31, 2006. We must have equivalent credit available under our five-year facilities 
to draw on these $75 million lines. 


Dividend Restrictions — We are subject to certain restrictions related to the payment of cash dividends to our 
shareholders due to minimum net worth requirements under the credit facilities referred to above. The amount of 
retained earnings available for dividends was $7.8 billion and $6.2 billion at December 31, 2006 and 2005, 
respectively. We do not expect that these restrictions will have a material adverse effect on our consolidated 
financial condition, results of operations, or liquidity. We declared dividends of $323 million in 2006 and $316 
million in 2005. 


Shelf Registration Statement — Under a current shelf registration statement, we may issue any combination of 
debt securities, preferred stock, common stock, or warrants for debt securities or preferred stock in one or more 
offerings. At December 31, 2006, we had $500 million remaining for issuance under the current shelf registration 
statement. We have no immediate plans to issue any securities; however, we routinely consider and evaluate 
opportunities to replace existing debt or access capital through issuances of debt securities under this shelf 
registration, and, therefore, we may issue debt securities at any time. 


6. Leases 
We lease certain locomotives, freight cars, and other property. Future minimum lease payments for operating and 


capital leases with initial or remaining non-cancelable lease terms in excess of one year as of December 31, 2006 
were as follows: 


Operating Capital 


Millions of Dollars Leases Leases 
DOO TE -sajerdctduechstaeeiarivels gay sayeth pave ste ark abt ea NNO lyd 30.5 eR ORO a aee ee eat Ge eye $ 624 $ 180 
ZOOS series ain anuens a arse’ ae Sysie earate aie wiaees kale SRA Cea eae Re te Rel HEUER Ee oe we RE DE 546 173 
ZOOD" sis: Sarda trae lece resins: Gi sapes's-tevby soon Aesedsdai'ey Sy aetsle cab Siov i Sri4 8 4G Bawls 's anus poacd's ayleritestiys, ada ls avai ened 498 168 
DOLOE a ceari ae aravevacatinh a eaesve ie weary aie evans tuataydi geniuses scars aed AiGra vee ara wale auc etLatae ue pane d 456 148 
QO saps bav-aia tye coe abvectvee- gated pharrs, Se dente ok Odes Spy ate TAS GUiks gut, ba eaten ls, Ge Mees 419 157 
EAT: Y CATS sete years eesessayececst os A veave ceases fortatee acetate at tea an tena are ae fant d ald gene ear da tatas:canonste tetsmniat ay eceeee ecdac a 2,914 1,090 
Total minimum lease payments 20.0605 c yee seeks decaws de Ree e a Was eeewuns SORE E $5,457 $1,916 
AmMOuUNt Tepresentimg Mterestic ci. caieveavevasaGoss nnd eens ped oaew hes cue aeie aay N/A (680) 
Present value of minimum lease payments 1.1.0.0... eens N/A $1,236 


Rent expense for operating leases with terms exceeding one month was $798 million in 2006, $728 million in 
2005, and $651 million in 2004. When cash rental payments are not made on a straight-line basis, we recognize 
variable rental expense on a straight-line basis over the lease term. Contingent rentals and sub-rentals are not 
significant. 
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7. Retirement Plans 
Pension and Other Postretirement Benefits 


Pension Plans — We provide defined benefit retirement income to eligible non-union employees through qualified 
and non-qualified (supplemental) pension plans. Qualified and non-qualified pension benefits are based on years 
of service and the highest compensation during the latest years of employment, with specific reductions made for 
early retirements. 


Other Postretirement Benefits (OPEB) — We provide defined contribution medical and life insurance benefits for 
eligible retirees. These benefits are funded as medical claims and life insurance premiums are paid. 


New Accounting Standard 


We adopted FASB Statement No. 158, Employers’ Accounting for Defined Benefit Pension and Other Postretirement 
Plans (FAS 158), at the end of 2006, which required us to separately recognize the overfunded or underfunded 
status of our pension and OPEB plans as an asset or liability. The funded status is measured as the difference 
between the fair value of plan assets and our projected benefit obligations to current and retired employees. 


The adoption of FAS 158 at December 31, 2006 decreased other assets and total assets by $207 million, 
decreased retiree benefits obligation by $34 million, decreased deferred income tax liabilities by $94 million, 
decreased total liabilities by $128 million, and resulted in an accumulated other comprehensive loss and reduction 
in total common shareholders’ equity of $79 million. These changes to our financial statements were non-cash 
and will have no impact on existing debt covenants, credit ratings, or financial flexibility. 


The adoption of FAS 158 had no impact on years prior to 2006, as retrospective application was not allowed. 
This new standard does not change how pension or OPEB expense is computed, nor does it have any impact on 
cash funding requirements. The impact of the adoption of FAS 158 noted above does not include our equity 
method investees, which are not required to adopt FAS 158 until 2007 because they do not have publicly traded 
securities. The impact of this adoption in 2007 by our equity method investees is not expected to be significant. 


Funded Status 


The funded status represents the difference between the projected benefit obligation (PBO) and the fair value of 
the plan assets. The PBO is the present value of benefits earned to date by plan participants, including the effect of 
assumed future salary increases. The PBO of the OPEB plan is equal to the accumulated benefit obligation, as the 
present value of the OPEB liabilities is not affected by salary increases. Plan assets are measured at fair value. We 
use a December 31 measurement date for plan assets and obligations for all our retirement plans. 
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Changes in our PBO and plan assets are as follows for the years ended December 31: 


Pension OPEB 
Millions of Dollars 2006 2005 2006 2005 
Projected Benefit Obligation 
Projected benefit obligation at beginning of year ............ $2,065 $2,058 $476 §$ 453 
DEPVICE COSE ‘soe tats. oct, sears Sea deniti eertiedone gaan Oe ela 35 28 4 4 
IMTELESE COST: vite Soca tnstire. acho guts enaala aad elaeand AAV ea odes Sone ee 117 115 21 25 
Plati amendments 2-10-5450 daads. 9-4 dees es ranean Qe aceon aes - - (38) (42) 
Actuarial loss(Gain), -<cciects vie atitay eed eaten tle tale oe 16 (18) (58) 70 
Gross benefits paid: ss. sc cecst derwnweeacmeege aan saree ss (120) =(118) (31) (34) 
Projected benefit obligation at end of year ................. $2,113 $2,065 $ 374 $ 476 
Plan Assets 
Fair value of plan assets at beginning of year................ $1,707 $1,693 $ - $ - 
Actual return on plan assets ........ 0... c cece eee eee 243 123 - - 
Voluntary funded pension plan contributions .............. 150 - - - 
Non-qualified plan benefit payments .................000. 9 9 31 34 
Gross. benefits paid sce ca, deitroats tara dngieues cate ethensne eves (120) =(118) (31) (34) 
Fair value of plan assets at end of year ...............000005 $1,989 $1,707 $ - ¢$ - 
Funded status at end of year ...... eee eee eee eens $ (124) $ (358) $(374) $(476) 
Unrecognized net actuarial losses ...... 0.0... cece eee N/A 362 N/A 194 
Unrecognized prior service cost (credit) .............00008. N/A 31 N/A (156) 
Net amounts recognized at end of year ..... 0... eee eee eee eee $ (124) $ 35 $(374) $(438) 


Amounts recognized in the statement of financial position as of December 31, 2006 and 2005 consist of: 


Amounts Recognized at December 31, 2006 edialdy oe 
Millions of Dollars 2006 = =2005 2006 = =.2005 
Other assets ¢icicsc ces edsteee en de Raeoeo ee eT N Ga REE RT Ea $ 45 N/A $  - N/A 
Other current liabilities 2... 0... cee cc eee eee (12) N/A (27) N/A 
Retiree benefits obligation ........ 0... eee eee eee eee eens (157) N/A (347) N/A 
Net amounts recognized at end of year ..... 0... eee eee eee eee $(124) N/A $(374) N/A 
Amounts Recognized at December 31, 2005 

Prepaid betiehit Cost vs.4 is ase ek eraees secede Ge dped es ens N/A $ 122 N/A $ - 
Accrued benefit Cost ...... ccc ccc cece cnet net e een e nee N/A (86) N/A (438) 
Additional minimum liability ..... 00... eee ee eee eee N/A (369) N/A - 
TMtAN SIDLE ASSES! 5 ioAr5 aie, wcanerishis osedans Mesteace terns: glenda ra desters siecle N/A 31 N/A - 
Accumulated other comprehensive income ..............00000. N/A 337 N/A - 
Net amounts recognized at end of year ..............0.0 00a N/A $ 35 N/A $(438) 


After-tax amounts recognized in accumulated other comprehensive income (loss) as of December 31, 2006 
consist of: 


Millions of Dollars Pension OPEB Total 


Prior service (Cost) CRECIt: % k.cs,d5-6. axed ini deaag aes eiadedracaerad Sard ohana onsen $ (15) $99 $ 84 
Net actuarial: (1688) soc eat nutes anae.a bo daderee ae aaulchaawad weve ad nees a aaeaines (154) (50) (204) 


ee eee ee ee ee ee ee ee $(169) $49  $(120) 


Underfunded Accumulated Benefit Obligation — The accumulated benefit obligation (ABO) is the present value of 
benefits earned to date, assuming no future salary growth. The underfunded accumulated benefit obligation 
represents the difference between the ABO and the fair value of plan assets. At December 31, 2006, the only 
pension plan that was underfunded was our non-qualified (supplemental) plan, which is not funded by design. 
The non-qualified (supplemental) plan is funded with cash from operations as benefits are paid to plan 
participants. Each of our qualified plans was fully funded at December 31, 2006. The PBO, ABO, and fair value of 
plan assets for pension plans with accumulated benefit obligations in excess of the fair value of the plan assets 
were as follows for the years ended December 31: 


Underfunded Accumulated Benefit Obligation 


Millions of Dollars 2006 2005 
Projected benefit obligation: 2 4.i000sicaaes ad ncahaag saedaardaeadsua bas Ob AE OREM $(169) $(2,044) 
Accumulated benel tO DIS AON ae seeccssesry car ace atiacae ek nterivntloractivlacath UMlaisnecedntryeat na ahadve tesa $(168) $(2,026) 
Fair valué of plan assets: <-:-.-.s eed Koei sGheb reece eRe oe MERE CORREO EERE - 1,685 
Underfunded accumulated benefit obligation ........ 0... 0c eects $(168) $ (341) 


The ABO for all defined benefit pension plans was $2.1 billion at December 31, 2006 and $2.0 billion at 
December 31, 2005. 


Assumptions — The weighted-average actuarial assumptions used to determine benefit obligations at December 31: 


Pension OPEB 
Percentages 2006 = 2005 2004 2006 = 2005 = 2004 
Discount Tate .iccccssscategedsceeageas as 6.00% 5.75% 6.00% 6.00% 5.75% 6.00% 
DALAL. ICTCASE asec sack cee ary tise soehdea nlidrane's Site 3.00 2.75 3.00 N/A N/A N/A 


The following table presents assumed health care cost trend rates used to determine benefit obligations and 
OPEB expense: 


Percentages 2006 = 2005 = 2004 

Assumed health care cost trend rate for next year «6... ee ee ee eee 8.0% 9.0% 10.0% 

Rate to which health care cost trend rate is expected to decline and remain ....... 5.0% 5.0% 5.0% 

Year that the rate reaches the ultimate trend rate ...... 0.0.00. eee eee eee 2010 2010 2010 
Expense 


Both pension and OPEB expense are determined based upon the annual service cost of benefits (the actuarial cost 
of benefits earned during a period) and the interest cost on those liabilities, less the expected return on plan assets. 
The expected long-term rate of return on plan assets is applied to a calculated value of plan assets that recognizes 
changes in fair value over a five-year period. This practice is intended to reduce year-to-year volatility in pension 
expense, but it can have the effect of delaying the recognition of differences between actual returns on assets and 
expected returns based on long-term rate of return assumptions. Differences in actual experience in relation to 
assumptions are not recognized in net income immediately, but are deferred and, if necessary, amortized as 
pension or OPEB expense. 
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The components of our net periodic pension and OPEB costs were as follows for the years ended 
December 31: 


Pension OPEB 
Millions of Dollars 2006 2005 2004 2006 2005 2004 
Net Periodic Benefit Cost: 
S€LfV1Ce COS i ics ea ea em cede eed eee cs $ 35 $ 28 $ 30 $ 4 $ 4 $ 5 
CET ESE COSE. acc scct, Gracaneuns beat vesesreeierena stern 117 115 120 21 25 31 
Expected return on plan assets .......... (134) (134) = (137) - - - 
Amortization of: 
Transition obligation .............. - - (2) - - - 
Prior service cost (credit) .......... 7 7 8 (33) (30) (24) 
Actuarial loss ........ 0.0... 0 ceca 21 5 3 13 14 18 


Net periodic benefit cost ..............00008 $ 46 $ 21 $ 22 $ 5 $ 13 $ 30 


The estimated actuarial loss and prior service cost for the pension plans that will be amortized, on a pre-tax 
basis, from accumulated other comprehensive loss into net periodic benefit cost during 2007 will be $17 million 
and $6 million, respectively. The estimated actuarial loss and prior service credit for the OPEB plans that will be 
amortized, on a pre-tax basis, from accumulated other comprehensive loss into net periodic benefit cost during 
2007 will be $10 million and $32 million, respectively. 


Assumptions — The weighted-average actuarial assumptions used to determine expense were as follows for the 
years ended December 31: 


Pension OPEB 
Percentages 2006 2005 2004 2006 = 2005 = 2004 
Discount Tate sis.ces sa saccevs Gas aarn dead ws 5.75% 6.00% 6.50% 5.75% 6.00% 6.50% 
Expected return on plan assets .............. 8.00 8.00 8.00 N/A N/A N/A 


Salary INCKEASE 5 hnids Sew TO RE Kata edeows 2.75 3.00 3.50 N/A N/A N/A 


The discount rate is based on a hypothetical portfolio of high quality corporate bonds with cash flows 
matching our plans’ expected benefit payments. The expected return on plan assets is based on our asset 
allocation mix and our historical return, taking into account current and expected market conditions. The actual 
return on pension plan assets, net of fees, was approximately 14% in 2006, 7% in 2005, and 12% in 2004. Our 
historical annualized ten-year rate of return on plan assets is approximately 9%. 


Assumed healthcare cost trend rates have a significant effect on the expense and liabilities reported for 
healthcare plans. The assumed healthcare cost trend rate is based on historical rates and expected market 
conditions. A one-percentage point change in the assumed healthcare cost trend rates would have the following 
effects on OPEB: 


One % pt. One % pt. 
Millions of Dollars Increase Decrease 


Effect on total service and interest cost components ......... 0.0.0 e eee eee ee eee $ 3 $ (2) 
Effect on accumulated benefit obligation ....... 0... eee eens 31 (26) 


Cash Contributions 


The following table details our cash contributions for the years ended December 31, 2006 and 2005, and the 
expected contributions for 2007: 


Pension 
Millions of Dollars Qualified Non-qualified | OPEB 
D2OOD Seis seve a areca ale anh ea Rati, Shak anes Speed wR ae aes, tan hs ee re Gnhe ek Balas eee $ - $9 $34 
LOOG: sii cobs wih sealed a lhonsa aay theta oate ale eo Ree laned ae MEM Rana AOA Rye eo S 150 9 31 
DOOD soit ornate stite's aivelhsaca yanked A pie bltuein s Aeaatate sans ie aaa aetna anand eden a aites = 12 27 


In 2006, the Pension Protection Act of 2006 (the Act) was signed into law. The Act changes the method of 
valuing assets and liabilities for funding purposes, as well as the timing of required contributions. Our pension 
plans continue to meet all funding requirements and we do not expect the Act to significantly impact our results 
of operations, financial condition, or liquidity. 


Our policy with respect to funding the qualified plans is to fund at least the minimum required by the Act 
and not more than the maximum amount deductible for tax purposes. All contributions made to the qualified 
pension plans in 2006 were voluntary and were made with cash generated from operations. In 2006, we 
voluntarily contributed $50 million in January and $100 million in December to the qualified pension plan. At 
December 31, 2006, our qualified pension plans were fully funded. No required contributions are expected in 
2007. 


The OPEB plans are not funded and are not subject to any minimum regulatory funding requirements. 
Benefit payments for each year represent claims paid for medical and life insurance, and we anticipate our 2007 
OPEB payments will be made from cash generated from operations. 


Benefit Payments 
The following table details expected benefit payments for the years 2007 though 2016: 


Millions of Dollars Pension OPEB 
QOOT en ca bests, dau Wie ea ate kos woe Bee 84k Avan Gimligra, ahbha wees siens! dds wierd Males sacd Wave Giusy Shale we $124 $ 27 
2008) .s6b500. 62 Mase ERR Ret Lbkae ee woes snes eds Hea eae Ces See emeeowoss GnERS eee ATS 126 28 
2009: eos cities Seana eied Giadal Maat Gages swe Se maw epee Randa oe Wa wred ae eels ales ew ae TE 129 29 
2010 234k ots oeeGee Raw Ue bein) Hea aohtas seaehhewddda tetas teers anise add 133 30 
DOW ne x ia sd oe shainie 048s doaabge woe eG ba astra a A i eacetbg ee, ME bos acne Be aaa ea wees wa esenala Re. 139 31 
Years 2002:= DOUG: io 4 Seite Gas-tt se condiaeed lene aia nano ah So Reh ta eb uk anal deere Seo 776 152 
Asset Allocation Strategy 


Our pension plan asset allocation at December 31, 2006 and 2005, and target allocation for 2007, are as follows: 


Percentage of 

Plan Assets 

Target December 31, 
Allocation 
2007 2006 = =2005 


Equity Securities sv 3.c0s ccgaveatendw ide ative cee seaneaceewaaumnee 60% to 70% 70% 75% 
Debt SCCUTIEIES: x6 agi ie nese Soo vee caren bw cara oR Slee awe we Rie Sea eae 20% to 30% 26 24 
Reales ta tera 4 6:cca:4 Senay Anco aed. anaes seein ores os ont Bye alee Bi eae ore a sas 4% to 6% 2 1 
COTMMMMO GIES 4 5s Sse. scans a4 hehe bese du bracdoneds Boues ack ara dl actos. naeen a ate ee ES 4% to 6% 2 - 
MEO Ua, soy sctat Sree chante te dala nao acg cana Ded te eras vee aplasia aE A 100% 100% 


The investment strategy for pension plan assets is to maintain a broadly diversified portfolio designed to 
achieve our target of an average long-term rate of return of 8%. While we believe we can achieve a long-term 
average rate of return of 8%, we cannot be certain that the portfolio will perform to our expectations. Assets are 
strategically allocated among equity, debt, and other instruments in order to achieve a diversification level that 
mitigates wide swings in investment returns. Asset allocation target ranges for equity, debt, and other portfolios 
are evaluated at least every three years with the assistance of an independent external consulting firm. Actual asset 
allocations are monitored monthly, and rebalancing actions are executed at least quarterly, if needed. 


The majority of the plan’s assets are invested in equity securities, because equity portfolios have historically 
provided higher returns than debt and other asset classes over extended time horizons, and are expected to do so 
in the future. Correspondingly, equity investments also entail greater risks than other investments. The risk of loss 
in the plan’s equity portfolio is mitigated by investing in a broad range of equity types. Equity diversification 
includes large-capitalization and small-capitalization companies, growth-oriented and _ value-oriented 
investments, and U.S. and non-U.S. securities. 


Equity risks are further balanced by investing a significant portion of the plan’s assets in high quality debt 
securities. The average quality rating of the debt portfolio exceeded AA as of December 31, 2006 and 2005. The 
debt portfolio is also broadly diversified and invested primarily in U.S. Treasury, mortgage, and corporate 
securities with an intermediate average maturity. The weighted-average maturity of the debt portfolio was 6.4 
years and 6.5 years at December 31, 2006 and 2005, respectively. 


The investment of pension plan assets in our securities is specifically prohibited for both the equity and debt 
portfolios, other than through index fund holdings. 


Other Retirement Programs 


Thrift Plan — We provide a defined contribution plan (thrift plan) to eligible non-union employees and make 
matching contributions to the thrift plan. We match 50 cents for each dollar contributed by employees up to the 
first six percent of compensation contributed. Our thrift plan contributions were $13 million in 2006, and $12 
million in both 2005 and 2004. 


Railroad Retirement System — All Railroad employees are covered by the Railroad Retirement System (the System). 
Contributions made to the System are expensed as incurred and amounted to approximately $615 million in 
2006, $595 million in 2005, and $569 million in 2004. 


Collective Bargaining Agreements — Under collective bargaining agreements, we provide certain postretirement 
healthcare and life insurance benefits for eligible union employees. Premiums under the plans are expensed as 
incurred and amounted to $40 million in 2006, $41 million in 2005, and $30 million in 2004. 


8. Stock Options and Other Stock Plans 


We have 1,254,304 options outstanding under the 1993 Stock Option and Retention Stock Plan of Union Pacific 
Corporation (1993 Plan). There are 3,570 restricted shares outstanding under the 1992 Restricted Stock Plan for 
Non-Employee Directors of Union Pacific Corporation. We no longer grant options or awards of retention shares 
and units under these plans. 


The UP Shares Stock Option Plan of Union Pacific Corporation (UP Shares Plan) was approved by our 
Board of Directors on April 30, 1998. The UP Shares Plan reserved 12,000,000 shares of our common stock for 
issuance. The UP Shares Plan was a broad-based option program that granted options to purchase 200 shares of 
our common stock at $55.00 per share to eligible active employees on April 30, 1998. All options granted were 
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non-qualified options that became exercisable on May 1, 2001, and remain exercisable until April 30, 2008. If an 
optionee’s employment terminates for any reason, the option remains exercisable for a period of one year after 
the date of termination, but no option is exercisable after April 30, 2008. No further options may be granted 
under the UP Shares Plan. As of December 31, 2006, there were 1,119,910 options outstanding under the UP 
Shares Plan. 


In April 2000, the shareholders approved the Union Pacific Corporation 2000 Directors Plan (Directors 
Plan) whereby 550,000 shares of our common stock were reserved for issuance to our non-employee directors. 
Under the Directors Plan, each non-employee director, upon his or her initial election to the Board of Directors, 
receives a grant of 1,000 shares of retention shares or retention stock units. Additionally, each non-employee 
director receives annually an option to purchase at fair value a number of shares of our common stock, not to 
exceed 5,000 shares during any calendar year, determined by dividing 60,000 by 1/3 of the fair market value of one 
share of our common stock on the date of such Board of Directors meeting, with the resulting quotient rounded 
up or down to the nearest 50 shares. As of December 31, 2006, 7,000 restricted shares were outstanding under the 
Directors Plan and 159,450 options were outstanding under the Directors Plan. 


The Union Pacific Corporation 2001 Stock Incentive Plan (2001 Plan) was approved by the shareholders in 
April 2001. The 2001 Plan reserved 12,000,000 shares of our common stock for issuance to eligible employees of 
the Corporation and its subsidiaries in the form of non-qualified options, incentive stock options, retention 
shares, stock units, and incentive bonus awards. Non-employee directors were not eligible for awards under the 
2001 Plan. As of December 31, 2006, 4,224,402 options and 339,537 retention shares and stock units were 
outstanding under the 2001 Plan. We no longer grant any stock options or other stock or unit awards under this 
plan. 


The Union Pacific Corporation 2004 Stock Incentive Plan (2004 Plan) was approved by shareholders in April 
2004. The 2004 Plan reserved 21,000,000 shares of our common stock for issuance, plus any shares subject to 
awards made under the 2001 Plan and the 1993 Plan that were outstanding on April 16, 2004, and became 
available for regrant pursuant to the terms of the 2004 Plan. Under the 2004 Plan, non-qualified options, stock 
appreciation rights, retention shares, stock units, and incentive bonus awards may be granted to eligible 
employees of the Corporation and its subsidiaries. Non-employee directors are not eligible for awards under the 
2004 Plan. As of December 31, 2006, 3,286,461 options and 561,875 retention shares and stock units were 
outstanding under the 2004 Plan. 


Pursuant to the above plans, 19,544,245; 20,695,817; and 21,571,309 shares of our common stock were 
authorized and available for grant at December 31, 2006, 2005, and 2004, respectively. 


Stock Options — We estimate the fair value of our stock option awards using the Black-Scholes option pricing 
model. Groups of employees and non-employee directors that have similar historical and expected exercise 
behavior are considered separately for valuation purposes. The table below shows the year-to-date weighted- 
average of the assumptions used when valuing these separate groups: 


Weighted-Average Assumptions 2006 2005 2004 
Risk-free interest rate’ scs.cc ceed scds na gdsereegree ees separ e ee tedawaware eae 45% 3.8% 3.3% 
Dividend yield: vi). \so00 Sarit anw scent Sa gunraiee gees ware te eae Rae veede Rare Fees 14% 1.9% 1.7% 
Expected lifé (years) cca..cie2) shiver eudersaseudes bedae tke rdeadebewnss sae 6.0 4.8 5.6 
Volatility s.4 e020 den nego ears sabeees ens page ee nin eSerente cage HER ete EE 25.3% 20.6% 25.9% 
Weighted-average grant-date fair value of options granted .................004. $24.97 $12.92 $16.38 


The risk-free rate is based on the U.S. Treasury yield curve in effect at the time of grant; the dividend yield is 
calculated as the ratio of dividends paid per share of common stock to the stock price on the date of grant; the 
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expected life is based on historical and expected exercise behavior; and volatility is based on the historical 
volatility of our stock price, over a time period that is consistent with the expected life of the option. 


A summary of stock option activity during 2006 is presented below: 


Weighted- 

Weighted- Average Aggregate 

Average Remaining Intrinsic Value 

Shares Exercise Price Contractual Term (millions) 

Outstanding at January 1, 2006 ........... 12,436,209 $59.41 N/A N/A 

GGrANItE es 6c: she aed Bean a-acdaielee dy wartcaud ald 1,402,200 86.04 N/A N/A 

EXERCISED) ie. d:6s doch aed abaassbe oe Rae Ans (3,740,732) 56.39 N/A N/A 

Forfeited or expired ...........0.00000 0 (53,150) 65.64 N/A N/A 

Outstanding at December 31, 2006 ........ 10,044,527 $64.22 6.0 yrs. $279 
Vested or expected to vest 

at December 31, 2006 ..............00. 10,001,242 $64.13 6.0 yrs. $279 

Options exercisable at December 31, 2006 .. 8,601,677 $60.75 5.5 yrs. $269 


Stock options are granted at market price on the date of grant, have ten-year contractual terms, and vest no 
later than three years from the date of grant. None of the stock options outstanding at December 31, 2006 are 


subject to performance or market-based vesting conditions. 


At December 31, 2006, there was $22 million of unrecognized compensation expense related to nonvested 
stock options, which is expected to be recognized over a weighted-average period of 1.8 years. Additional 


information regarding stock option exercises appears in the table below: 


Millions of Dollars 2006 2005 2004 
Aggregate grant-date fair value of stock options vested [a] ...............000004 $26 $62 $ 36 
Intrinsic value of stock options exercised 1.0... cee 124 142 51 
Cash received from option exercises .. 6... eee 177 296 102 
Tax benefit realized from option exercises 1.0... eee eee 44 Ee 17 


[a] Stock options for executives granted in 2003 and 2002 included a reload feature. This reload feature allowed executives to exercise their options 
using shares of Union Pacific Corporation common stock that they already owned and obtain a new grant of options with immediate vesting in 
the amount of the shares used for exercise plus any shares withheld for tax purposes. The reload feature of these option grants could only be 
exercised if the price of our common stock increased at least 20% from the price at the time of the reload grant. During the year ended 
December 31, 2005, reload option grants represented $31 million of the aggregate grant-date fair value of stock options vested. There were no 
reload options exercised during 2004. There were no reload option grants during 2006 as stock options exercised after January 1, 2006 are not 


eligible for the reload feature. 


Retention Awards — The fair value of retention awards is based on the market price of the stock at the grant date. 


Changes in our retention awards during 2006 were as follows: 


Weighted-Average 

Shares Grant-Date Fair Value 

Nonvested at January 1, 2006.0... 0. eee eects 1,005,276 $58.88 
GATE acs hoe ate ek Eas a ok date Bete beans ain Sau suede ea Gani sae bee 328,150 86.04 
VCSCE CL siceecs sah deserts alts ge Soh ravi ds a ew thee adavtst as ehdnoine aio oka sl a eMedia et (539,453) 56.53 
FOrfeIE és. a6 fs 34k oe ce Boh bce we Gre Ara Hae aS eR Neha ao Ob (16,199) 71.21 
Nonvested at December 31, 2006 ....... 0. ccc ccc cee cence eens 777,774 $71.72 


Retention awards, which we grant at no cost to the employee or non-employee director, vest over periods 
lasting up to four years. At December 31, 2006, there was $26 million of total unrecognized compensation expense 
related to nonvested retention awards, which is expected to be recognized over a weighted-average period of 1.6 
years. 


Performance Retention Awards — In January 2006, our Board of Directors approved a new long-term plan 
(LTP). Under the LTP, selected employees were awarded stock units subject to continued employment through 
January 2009 and the attainment of certain levels of return on invested capital (ROIC) as defined in the LTP. We 
will expense the fair value (grant-date stock price) of the units that are probable of being earned based on our 
forecasted ROIC over the 3-year performance period. 


Changes in our performance retention awards during 2006 were as follows: 


Weighted-Average 

Shares Grant-Date Fair Value 

Nonvested at January 1,2006.6.540sctti inde diese nate site ned seaaenued - $ - 
CGTATIC oo pda Sordid onde at orcs wane riecienatd-ea weve aoe aa a4 ar eran era Peewee 122,400 86.05 
IV ESCO “a casera ac wnacnu diatar da: ap.at aye dis eoptpaaearg ayn ararremace trai aie oudeatatacs ae ssayie adiaranen tae - - 
| 5(0u 0 (231) 216 Daperan a eure Cre ram te EON CURE ERO aan et" Sa ae re ene Seo aren aot PRD EDR RENO - - 
Nonvested at December 31, 2006 ...... 0... ccc ccc eee cece eee eens 122,400 $86.05 


At December 31, 2006, there was $7 million of total unrecognized compensation expense related to 
nonvested performance retention awards, which is expected to be recognized over a weighted-average period of 2 
years. A portion of this expense is subject to achievement of the performance criteria under the LTP. 


9. Earnings Per Share 


The following table provides a reconciliation between basic and diluted earnings per share for the years ended 
December 31: 


Millions of Dollars, Except Per Share Amounts 2006 2005 2004 
ING ITI COTINE 6 cersiicy so le hgoss& Sodawier td ston baa ale duciale SONS wien ee ehts Subad alba Bape, sbuce we is $1,606 $1,026 $ 604 
Weighted-average number of shares outstanding: 

BaSiG i siricce.a we teatuds wear e bra Gok auastinern Ome’ aga aueie andisine 8. Wdigred amalse on 269.4 263.4 259.1 

Dilutive effect of stock options ©... 6... eee eens 2.1 1:5 1.2 

Dilutive effect of retention shares and units .......... 0... c cece eee eee eee 0.5, 1.6 1.9 
Diltted sass aad vd sans eevee avec eae ee baagacaed seaewiostnda aieaemaa aut 272.0 266.5 262.2 
Earnings per share —basi¢:.<c. a0 sstg ps escsihercetsGbeher obedee news saus $ 5.96 $ 3.89 $ 2.33 
Earnings per share —Ciltted «5,«. 0%. sie sabia v5 e ubs Seecetanerns oleleherbrauanes we gee Sow eee $ 5.91 $ 3.85 $ 2.30 


Common stock options totaling 1.4 million, 1.4 million, and 3.3 million for 2006, 2005, and 2004, 
respectively, were excluded from the computation of diluted earnings per share because the exercise prices of 
these options exceeded the average market price of our common stock for the respective periods, and the effect of 
their inclusion would be anti-dilutive. 


10. Commitments and Contingencies 


Asserted and Unasserted Claims — Various claims and lawsuits are pending against us and certain of our 
subsidiaries. It is not possible at this time for us to determine fully the effect of all unasserted claims on our 
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consolidated results of operations, financial condition, or liquidity; however, to the extent possible, where 
unasserted claims are considered probable and where such claims can be reasonably estimated, we have recorded 
a liability. We do not expect that any known lawsuits, claims, environmental costs, commitments, contingent 
liabilities, or guarantees will have a material adverse effect on our consolidated results of operations, financial 
condition, or liquidity after taking into account liabilities previously recorded for these matters. 


Personal Injury — The cost of personal injuries to employees and others related to our activities is charged to 
expense based on estimates of the ultimate cost and number of incidents each year. We use third-party actuaries 
to assist us in measuring the expense and liability, including unasserted claims. Compensation for work-related 
accidents is governed by the Federal Employers’ Liability Act (FELA). Under FELA, damages are assessed based on 
a finding of fault through litigation or out-of-court settlements. 


Our personal injury liability activity was as follows: 


Millions of Dollars 2006 2005 2004 
Begining balance ».22ccavaeeizcwesscdugeadsss Pes seruda vmware sodmsegue $619 $639 $619 
CCE AIS a: wre 8 620h5r sa nsng he ds Sea. arapandoy cela Goals aban wih hay Darang Mera ih eca ce iusaes ole nibh insstae 240 247 288 
PayiMents: cic sadaveu ciraecnw ee Veingiedaap homies eds ho emeessednnyhest (228) (267) (268) 
Ending balance at December 31. oc. ee en cee vein e eee ee eee ee eee ntiew oe $631 $619 $ 639 
Current portion, ending balance at December 31 ........ 0. eee eee $233 $274 $ 274 


Our personal injury liability is discounted to present value using applicable U.S. Treasury rates. 
Approximately 87% of the recorded liability related to asserted claims, and approximately 13% related to 
unasserted claims. Personal injury accruals were higher in 2004 due to a 1998 crossing accident verdict upheld in 
2004 and a 2004 derailment near San Antonio. 


Asbestos — We are a defendant in a number of lawsuits in which current and former employees allege exposure to 
asbestos. Additionally, we have received claims for asbestos exposure that have not been litigated. The claims and 
lawsuits (collectively referred to as “claims”) allege occupational illness resulting from exposure to asbestos- 
containing products. In most cases, the claimants do not have credible medical evidence of physical impairment 
resulting from the alleged exposures. Additionally, most claims filed against us do not specify an amount of 
alleged damages. 


During 2004, we engaged a third party with extensive experience in estimating resolution costs for asbestos- 
related claims to assist us in assessing the number and value of these unasserted claims through 2034, based on 
our average claims experience over a multi-year period. As a result, we increased our liability in 2004 for asbestos- 
related claims in the fourth quarter of 2004. The liability for resolving both asserted and unasserted claims was 
based on the following assumptions: 

+ The number of future claims received would be consistent with historical averages. 


* The number of claims filed against us will decline each year. 


* The average settlement values for asserted and unasserted claims will be equivalent to historical 
averages. 


+ The percentage of claims dismissed in the future will be equivalent to historical averages. 
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Our asbestos-related liability activity was as follows: 


Millions of Dollars 2006 2005 2004 
Beginning balance: ssc cscsacwseeacvadaade ces squs erates Games eked gaaaee ee $311 $324 $51 
ACCHUANS: jie ste eho ited cashew hea ewe ed ee bed ns daar lions aaa ewes - - 287 
PayMents c455 cceg eee eencnndica pa edaedag aaa nessa maredade sealed aes (9) (13) (14) 
Ending balance:at December:31 4.025 ice cies seucdscwidsanrecwarsouwecees $302 = $311 = $324 
Current portion, ending balance at December 31.1.0... 0... eee $13 $16 $17 


Our liability for asbestos-related claims is not discounted to present value due to the uncertainty 
surrounding the timing of future payments. Approximately 16% of the recorded liability related to asserted 
claims, and approximately 84% related to unasserted claims. These claims are expected to be paid out over the 
next 28 years. During 2006 and 2005, our third-party consultants assisted us in reviewing our actual asbestos 
claim experience compared to the assumptions used in the 2004 estimate, and we determined that no adjustment 
to our estimate was necessary. We will continue to review actual experience and adjust our estimate as warranted. 


We have insurance coverage for a portion of the costs incurred to resolve asbestos-related claims, and, as a 
result of the 2004 assessment, we increased our receivable for insurance recoveries related to asbestos during 2004. 
We have recognized an asset for estimated insurance recoveries at December 31, 2006 and 2005. 


We believe that our liability estimates for asbestos-related claims and the estimated insurance recoveries 
reflect reasonable and probable estimates. The amounts recorded for asbestos-related liabilities and related 
insurance recoveries were based on currently known facts. However, future events, such as the number of new 
claims to be filed each year, average settlement costs, and insurance coverage issues, could cause the actual costs 
and insurance recoveries to be higher or lower than the projected amounts. Estimates may also vary due to 
changes in the litigation environment, federal and state law governing compensation of asbestos claimants, and 
the level of payments made to claimants by other defendants. 


Environmental Costs — We are subject to federal, state, and local environmental laws and regulations. We have 
identified approximately 367 sites at which we are or may be liable for remediation costs associated with alleged 
contamination or for violations of environmental requirements. This includes 44 sites that are the subject of 
actions taken by the U.S. government, 25 of which are currently on the Superfund National Priorities List. Certain 
federal legislation imposes joint and several liability for the remediation of identified sites; consequently, our 
ultimate environmental liability may include costs relating to activities of other parties, in addition to costs 
relating to our own activities at each site. 


When an environmental issue has been identified with respect to the property owned, leased, or otherwise 
used in the conduct of our business, we and our consultants perform environmental assessments on the property. 
We expense the cost of the assessments as incurred. We accrue the cost of remediation where our obligation is 
probable and such costs can be reasonably estimated. We do not discount our environmental liabilities when the 
timing of the anticipated cash payments is not fixed or readily determinable. 


Our environmental liability activity was as follows: 


Millions of Dollars 2006 2005 2004 
Beginning balance se ciscawieie vee ae yeah doe Gaara eeeaeia euead senders $213 $201 = $187 
ACCHUANS: fava scted hs Mb Raga Hines dee few, owed dee be Meda garda eline Haber eat eaee 39 45 46 
PayMents. 54 sdacca doses pueardisapandeed spaawd Reese sa eee ees va sau Rade (42) (33) (32) 
Ending balance‘at December:31. ciccsacnoccdaas diedcde tisha eaaes +eauneeees $210 $213 $201 
Current portion, ending balance at December 31.1.1... 0... eee eee $54 $46 $50 


The environmental liability includes costs for remediation and restoration of sites, as well as for ongoing 
monitoring costs, but excludes any anticipated recoveries from third parties. Cost estimates are based on 
information available for each site, financial viability of other potentially responsible parties, and existing 
technology, laws, and regulations. We believe that we have adequately accrued for our ultimate share of costs at 
sites subject to joint and several liability. However, the ultimate liability for remediation is difficult to determine 
because of the number of potentially responsible parties involved, site-specific cost sharing arrangements with 
other potentially responsible parties, the degree of contamination by various wastes, the scarcity and quality of 
volumetric data related to many of the sites, and the speculative nature of remediation costs. Estimates may also 
vary due to changes in federal, state, and local laws governing environmental remediation. We do not expect 
current obligations to have a material adverse effect on our results of operations or financial condition. 


Guarantees — At December 31, 2006, we were contingently liable for $464 million in guarantees. We have 
recorded a liability of $6 million for the fair value of these obligations as of December 31, 2006. We entered into 
these contingent guarantees in the normal course of business, and they include guaranteed obligations related to 
our headquarters building, equipment financings, and affiliated operations. The final guarantee expires in 2022. 
We are not aware of any existing event of default that would require us to satisfy these guarantees. We do not 
expect that these guarantees will have a material adverse effect on our consolidated financial condition, results of 
operations, or liquidity. 


Indemnities — Our maximum potential exposure under indemnification arrangements, including certain tax 
indemnifications, can range from a specified dollar amount to an unlimited amount, depending on the nature of 
the transactions and the agreements. Due to uncertainty as to whether claims will be made or how they will be 
resolved, we cannot reasonably determine the probability of an adverse claim or reasonably estimate any adverse 
liability or the total maximum exposure under these indemnification arrangements. We do not have any reason to 
believe that we will be required to make any material payments under these indemnity provisions. 


Income Taxes — As previously reported in our Form 10-Q for the quarter ended September 30, 2005, the IRS has 
completed its examinations and issued notices of deficiency for tax years 1995 through 2002. Among their 
proposed adjustments is the disallowance of tax deductions claimed in connection with certain donations of 
property. In the fourth quarter of 2005, the IRS National Office issued a Technical Advice Memorandum which 
left unresolved whether the deductions were proper, pending further factual development. We continue to 
dispute the donation issue, as well as many of the other proposed adjustments, and will contest the associated tax 
deficiencies through the IRS Appeals process, and, if necessary, litigation. In addition, the IRS is examining the 
Corporation’s federal income tax returns for tax years 2003 and 2004 and should complete their exam in 2007. 
We do not expect that the ultimate resolution of these examinations will have a material adverse effect on our 
Consolidated Financial Statements. 


11. Other Income 


Other income included the following for the years ended December 31: 


Millions of Dollars 2006 2005 2004 
Rental sn GOme. 4-5 s5.4:3-5. cackeed ise deeres. aoe a seis Ale TAL Slaw Soe Rae ae, aera ays $ 83 $ 59 $55 
Net gain on non-operating asset dispositions .......... 0.0 e cece eee 72 135 69 
TAPER ESE 111 COTS. 2 Ses gs Gre eee sas g wecra de as cee daldea Doe bhods op Be pan ga shlateaea ae Bewean uiee Sen 29 17 10 
Sale of receivables fees 2.0... 0. ccc cect een ene ne nee (33) (23) (11) 
Non-operating environmental costs and other ......... 0.0... cece eee eee eee (33) (43) (35) 
DMA carne, ooh, a Necbedrate, dcstet nn wc ane aa fae Toke eile acer ap wuts & beste ouster woneas deve eeaae dow weane neers $118 $145 $ 88 


12. Accounting Pronouncements 


In June 2006, the FASB issued Interpretation No. 48, Accounting for Uncertainty in Income Taxes, an interpretation 
of FASB Statement No. 109 (FIN 48). Under FIN 48, we will recognize tax benefits only for tax positions that are 
more likely than not to be sustained upon examination by tax authorities. The amount recognized will be 
measured as the largest amount of benefit that is greater than 50 percent likely of being realized upon ultimate 
settlement. The interpretation is effective for us beginning in the first quarter of 2007. The cumulative effect of 
adopting FIN 48 will be a one-time reduction in the January 1, 2007 balance of retained earnings. Future changes 
in uncertain tax positions will be included in income tax expense. We do not expect that the cumulative effect of 
adopting FIN 48 will have a material impact on our Consolidated Financial Statements. 


In September 2006, the FASB issued Statement No. 157, Fair Value Measurement (FAS 157). While this 
statement does not require new fair value measurements, it provides guidance on applying fair value and expands 
required disclosures. FAS 157 is effective for us beginning in the first quarter of 2008. We are currently assessing 
the impact FAS 157 may have on our Consolidated Financial Statements. 


In September 2006, the FASB issued FAS 158. FAS 158 required us to recognize the funded status of our 
pension and postretirement plans in the balance sheet, along with a corresponding noncash, after-tax adjustment 
to shareholders’ equity. Funded status is determined as the difference between the fair value of plan assets and the 
benefit obligation. Changes in the funded status will be recognized in other comprehensive loss. We adopted FAS 
158 at the end of 2006 and have disclosed the impact of the adoption in note 7. 


In September 2006, the Securities and Exchange Commission (SEC) issued Staff Accounting Bulletin 
No. 108, Considering the Effects of Prior Year Misstatements when Quantifying Misstatements in Current Year 
Financial Statements (SAB 108), which provides interpretive guidance on how the effects of prior-year 
uncorrected misstatements should be considered when quantifying misstatements in the current-year financial 
statements. SAB 108 requires registrants to quantify misstatements using both an income statement and balance 
sheet approach and then evaluate whether either approach results in a misstatement that, when all relevant 
quantitative and qualitative factors are considered, is material. If prior-year errors that had been previously 
considered immaterial are now considered material based on either approach, no restatement is required so long 
as management properly applied its previous approach and all relevant facts and circumstances were considered. 
If prior-year’s financial statements are not restated, the cumulative effect adjustment is recorded in opening 
accumulated earnings (deficit) as of the beginning of the fiscal year of adoption. SAB 108 was effective for us at 
the end of 2006. The adoption of SAB 108 did not have any impact on our Consolidated Financial Statements. 


In February 2007, the FASB issued Statement No. 159, The Fair Value Option for Financial Assets and 
Financial Liabilities (FAS 159). This statement, which is expected to expand fair value measurement, permits 
entities to choose to measure many financial instruments and certain other items at fair value. FAS 159 is effective 
for us beginning in the first quarter of 2008. We are currently assessing the impact FAS 159 may have on our 
Consolidated Financial Statements. 
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13. Selected Quarterly Data (Unaudited) 


Millions of Dollars, Except Per Share Amounts 


2006 Mar. 31 June 30 Sep. 30 Dec. 31 
Operating Tevene s¢.hsceviad sadwesesdduund bees padres’ $3,710 $3,923 $3,983 $3,962 
Operating INCOME! o2Sc48 Md aniee nhy one eee emlewies bb Sse died a 605 717 752 810 
NGEMCOME oeiiscasecae dees wigadesesewnceeeesandudew aes 311 390 420 485 
Net income per share 

BaSiC.sas.c0e ee sated ae elas n eee aad ie awdauiee eats 1.16 1.45 1.56 1.79 

DTS resra cats santas cea totane Ai aysnesed 3,08 Aes ew ecole ee whan a 1.15 1.44 1.54 1.78 
2005 Mar. 31 June 30 Sep. 30[a] Dec. 31 
Operatine TeVenule’s ii dcateecn tea pnenee-s viene abere skate acne $3,152 $3,344 $3,461 $3,621 
Operating INCOME «ssi ec seeh sw REE eee eee Rete earelee 313 468 481 533 
NEEMCOMC issue idink arte wie Oe bard ow bad ew sas wade eke 128 233 369 296 
Net income per share 

BASIC esa; areata edie ya acetic deg sok asda rade ace ee een erent stave ateracht 0.49 0.89 1.40 1.11 

Diltttéd svi 6 cave anaes Sev ee dew seed We abees See ROT Sead 0.48 0.88 1.38 1.10 


[a] Net income includes a $118 million tax expense reduction to reflect a reduction in the estimated deferred income tax liability. 


FEA EAE AEE EEE IEEE IEE EOE 
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Item 9. Changes in and Disagreements with Accountants on Accounting and Financial 
Disclosure 


None. 


Item 9A. Controls and Procedures 


As of the end of the period covered by this report, the Corporation carried out an evaluation, under the 
supervision and with the participation of the Corporation’s management, including the Corporation’s Chief 
Executive Officer (CEO) and Executive Vice President — Finance and Chief Financial Officer (CFO), of the 
effectiveness of the design and operation of the Corporation’s disclosure controls and procedures pursuant to 
Exchange Act Rules 13a-15 and 15d-15. In designing and evaluating the disclosure controls and procedures, 
management recognized that any controls and procedures, no matter how well designed and operated, can 
provide only reasonable assurance of achieving the desired control objectives. Based upon that evaluation, the 
CEO and the CFO concluded that, as of the end of the period covered by this report, the Corporation’s disclosure 
controls and procedures were effective to provide reasonable assurance that information required to be disclosed 
in our Exchange Act reports is recorded, processed, summarized and reported within the time periods specified by 
the SEC, and that such information is accumulated and communicated to management, including the CEO and 
CFO, as appropriate, to allow timely decisions regarding required disclosure. 


Additionally, the CEO and CFO determined that there have been no changes to the Corporation’s internal 
control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) during the last fiscal 
quarter that have materially affected, or are reasonably likely to materially affect, the Corporation’s internal 
control over financial reporting. 
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MANAGEMENT’S ANNUAL REPORT ON INTERNAL CONTROL OVER FINANCIAL 
REPORTING 


The management of Union Pacific Corporation and Subsidiary Companies (the Corporation) is responsible for 
establishing and maintaining adequate internal control over financial reporting (as defined in Exchange Act Rules 
13a-15(f) and 15d-15(f)). The Corporation’s internal control system was designed to provide reasonable 
assurance to the Corporation’s management and Board of Directors regarding the preparation and fair 
presentation of published financial statements. 


All internal control systems, no matter how well designed, have inherent limitations. Therefore, even those 
systems determined to be effective can provide only reasonable assurance with respect to financial statement 
preparation and presentation. 


The Corporation’s management assessed the effectiveness of the Corporation’s internal control over financial 
reporting as of December 31, 2006. In making this assessment, it used the criteria set forth by the Committee of 
Sponsoring Organizations of the Treadway Commission (COSO) in Internal Control — Integrated Framework. 
Based on our assessment management believes that, as of December 31, 2006, the Corporation’s internal control 
over financial reporting is effective based on those criteria. 


The Corporation’s independent registered public accounting firm has issued an attestation report on our 


assessment of the Corporation’s internal control over financial reporting. This report appears on page 73. 


February 15, 2007 
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM 


Union Pacific Corporation, its Directors, and Shareholders: 


We have audited management’s assessment, included in the accompanying Management’s Annual Report on 
Internal Control Over Financial Reporting, that Union Pacific Corporation and Subsidiary Companies (the 
Corporation) maintained effective internal control over financial reporting as of December 31, 2006, based on 
criteria established in Internal Control — Integrated Framework issued by the Committee of Sponsoring Organizations 
of the Treadway Commission. The Corporation’s management is responsible for maintaining effective internal 
control over financial reporting and for its assessment of the effectiveness of internal control over financial reporting. 
Our responsibility is to express an opinion on management’s assessment and an opinion on the effectiveness of the 
Corporation’s internal control over financial reporting based on our audit. 


We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board 
(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about 
whether effective internal control over financial reporting was maintained in all material respects. Our audit included 
obtaining an understanding of internal control over financial reporting, evaluating management’s assessment, testing 
and evaluating the design and operating effectiveness of internal control, and performing such other procedures as 
we considered necessary in the circumstances. We believe that our audit provides a reasonable basis for our opinions. 


A company’s internal control over financial reporting is a process designed by, or under the supervision of, the 
company’s principal executive and principal financial officers, or persons performing similar functions, and effected 
by the company’s board of directors, management, and other personnel to provide reasonable assurance regarding 
the reliability of financial reporting and the preparation of financial statements for external purposes in accordance 
with generally accepted accounting principles. A company’s internal control over financial reporting includes those 
policies and procedures that (1) pertain to the maintenance of records that, in reasonable detail, accurately and fairly 
reflect the transactions and dispositions of the assets of the company; (2) provide reasonable assurance that 
transactions are recorded as necessary to permit preparation of financial statements in accordance with generally 
accepted accounting principles, and that receipts and expenditures of the company are being made only in 
accordance with authorizations of management and directors of the company; and (3) provide reasonable assurance 
regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the company’s assets that 
could have a material effect on the financial statements. 


Because of the inherent limitations of internal control over financial reporting, including the possibility of 
collusion or improper management override of controls, material misstatements due to error or fraud may not be 
prevented or detected on a timely basis. Also, projections of any evaluation of the effectiveness of the internal control 
over financial reporting to future periods are subject to the risk that the controls may become inadequate because of 
changes in conditions, or that the degree of compliance with the policies or procedures may deteriorate. 


In our opinion, management’s assessment that the Corporation maintained effective internal control over 
financial reporting as of December 31, 2006, is fairly stated, in all material respects, based on the criteria established 
in Internal Control — Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway 
Commission. Also in our opinion, the Corporation maintained, in all material respects, effective internal control 
over financial reporting as of December 31, 2006, based on the criteria established in Internal Control — Integrated 
Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission. 


We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board 
(United States), the consolidated financial statements and financial statement schedule as of and for the year ended 
December 31, 2006 of the Corporation and our report dated February 16, 2007 expressed an unqualified opinion on 
those consolidated financial statements and financial statement schedule and included an explanatory paragraph 
regarding the Corporation’s adoption, in 2006, of Statement of Financial Accounting Standard No. 158, Employers’ 
Accounting for Defined Benefit Pension and Other Postretirement Plans. 


Delo.tt ? “Weiechea UP 


Omaha, Nebraska 
February 16, 2007 
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Item 9B. Other Information 


None. 
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PART III 


Item 10. Directors, Executive Officers, and Corporate Governance 


(a) Directors of Registrant. 


Information as to the names, ages, positions and offices with UPC, terms of office, periods of service, 
business experience during the past five years and certain other directorships held by each director or person 
nominated to become a director of UPC is set forth in the Election of Directors segment of the Proxy 
Statement and is incorporated herein by reference. 


Information concerning our Audit Committee and the independence of its members, along with 
information about the audit committee financial expert(s) serving on the Audit Committee, is set forth in 
the Audit Committee segment of the Proxy Statement and is incorporated herein by reference. 


(b) Executive Officers of Registrant. 


Information concerning the executive officers of UPC and its subsidiaries is presented in Part I of this report 
under Executive Officers of the Registrant and Principal Executive Officers of Subsidiaries. 


(c) Section 16(a) Compliance. 
Information concerning compliance with Section 16(a) of the Securities Exchange Act of 1934 is set forth in 
the Section 16(a) Beneficial Ownership Reporting Compliance segment of the Proxy Statement and is 
incorporated herein by reference. 

(d) Code of Ethics for Chief Executive Officer and Senior Financial Officers of Registrant. 
The Board of Directors of UPC has adopted the UPC Code of Ethics for the Chief Executive Officer and 
Senior Financial Officers (the Code). A copy of the Code may be found on the Internet at our website 
www.up.com/investors. We intend to disclose any amendments to the Code or any waiver from a provision 


of the Code on our website. 


Item 11. Executive Compensation 


Information concerning compensation received by our directors and our named executive officers is presented in 
the Compensation Discussion and Analysis, Summary Compensation Table, Grants of Plan-Based Awards in 
Fiscal Year 2006, Outstanding Equity Awards at 2006 Fiscal Year-End, Option Exercises and Stock Vested in Fiscal 
Year 2006, Pension Benefits at 2006 Fiscal Year-End, Nonqualified Deferred Compensation at 2006 Fiscal Year- 
End, Potential Payments Upon Termination or Change in Control and Director Compensation in Fiscal Year 
2006 segments of the Proxy Statement and is incorporated herein by reference. Additional information regarding 
compensation of directors, including Board committee members, is set forth in the By-Laws of UPC and the 
Stock Unit Grant and Deferred Compensation Plan for the Board of Directors, both of which are included as 
exhibits to this report. Information regarding the Compensation Committee is set forth in the Compensation 
Committee Interlocks and Insider Participation and Compensation Committee Report segments of the Proxy 
Statement and is incorporated herein by reference. 


Item 12. Security Ownership of Certain Beneficial Owners and Management and Related 
Stockholder Matters 


Information as to the number of shares of our equity securities beneficially owned by each of our directors and 
nominees for director, our named executive officers, our directors and executive officers as a group, and certain 
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beneficial owners is set forth in the Security Ownership of Certain Beneficial Owners and Management segment 
of the Proxy Statement and is incorporated herein by reference. 


The following table summarizes the equity compensation plans under which Union Pacific Corporation 
common stock may be issued as of December 31, 2006. 


Number of securities 


Number of securities Weighted-average remaining available for 

to be issued upon exercise price of future issuance under 

exercise of outstanding equity compensation plans 

outstanding options, options, warrants (excluding securities 

warrants and rights and rights reflected in column (a)) 

Plan Category (a) (b) (c) 
Equity compensation plans approved 

by security holders ............. 9,389,429[1] $65.37([2] 18,096,434 

Equity compensation plans not 
approved by security holders [3] .. 1,119,910 55.00 - 
TOCA stacaestcteastvcesvm tani anausrr sonnet aaatans 10,509,339 $64.22 18,096,434 


[1] Includes 464,812 retention units that do not have an exercise price. Does not include 447,170 retention shares that are actually issued and 
outstanding. 

[2] Does not include the retention units or retention shares described above in footnote [1]. 

(3] The UP Shares Stock Option Plan (UP Shares Plan) is the only equity compensation plan not approved by shareholders. The UP Shares Plan 
was approved by the Company’s Board of Directors on April 30, 1998 and reserved 12,000,000 shares of common stock for issuance. The UP 
Shares Plan was a broad-based option program that granted each active employee on April 30, 1998 non-qualified options to purchase 200 
shares of common stock at $55.00 per share. Options became exercisable on May 1, 2001 and expire on April 30, 2008. If an optionee’s 
employment terminates for any reason, the option remains exercisable for a period of one year after the date of termination, but no option is 
exercisable after April 30, 2008. No further options may be granted under the UP Shares Plan. 


Item 13. Certain Relationships and Related Transactions, and Director Independence 


Information on related transactions is set forth in the Certain Relationships and Related Transactions and 
Compensation Committee Interlocks and Insider Participation segments of the Proxy Statement and is 
incorporated herein by reference. We do not have any relationship with any outside third party that would enable 
such a party to negotiate terms of a material transaction that may not be available to, or available from, other 
parties on an arm’s-length basis. 


Information regarding the independence of our directors is set forth in the Director Independence segment of the 
Proxy Statement and is incorporated herein by reference. 


Item 14. Principal Accounting Fees and Services 


Information concerning the fees billed by our independent registered public accounting firm and the nature of 
services comprising the fees for each of the two most recent fiscal years in each of the following categories: 
(i) audit fees, (ii) audit—related fees, (iii) tax fees, and (iv) all other fees, is set forth in the Independent Registered 
Public Accounting Firm’s Fees and Services segment of the Proxy Statement and is incorporated herein by 
reference. 


Information concerning our Audit Committee’s policies and procedures pertaining to pre-approval of audit and 
non-audit services rendered by our independent registered public accounting firm is set forth in the Audit 
Committee segment of the Proxy Statement and is incorporated herein by reference. 
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PART IV 


Item 15. Exhibits, Financial Statement Schedules 


(a) Financial Statements, Financial Statement Schedules, and Exhibits: 


(1) 


(2) 


(3) 


Financial Statements 


The financial statements filed as part of this filing are listed on the index to the Financial Statements and 
Supplementary Data, Item 8, on page 42. 


Financial Statement Schedules 

Schedule 1—Valuation and Qualifying Accounts 

Schedules not listed above have been omitted because they are not applicable or not required or the 
information required to be set forth therein is included in the Financial Statements and Supplementary 
Data, Item 8, or notes thereto. 

Exhibits 

Exhibits are listed in the exhibit index beginning on page 80. The exhibits include management 


contracts, compensatory plans and arrangements required to be filed as exhibits to the Form 10-K by 
Item 601 (10) (iii) of Regulation S-K. 
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SIGNATURES 
Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has duly 
caused this report to be signed on its behalf by the undersigned, thereunto duly authorized, on this 234 day of 
February, 2007. 

UNION PACIFIC CORPORATION 


By /s/ James R. Young 


James R. Young, 
Chairman, President, 
Chief Executive Officer, and Director 


Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below, on this 
23"4 day of February, 2007, by the following persons on behalf of the registrant and in the capacities indicated. 


PRINCIPAL EXECUTIVE OFFICER 
AND DIRECTOR: 


/s/ James R. Young 


James R. Young, 
Chairman, President, 
Chief Executive Officer, and Director 


PRINCIPAL FINANCIAL OFFICER: 


/s/_ Robert M. Knight, Jr. 


Robert M. Knight, Jr., 
Executive Vice President—Finance and Chief 
Financial Officer 


PRINCIPAL ACCOUNTING OFFICER: 


/s/ Richard J. Putz 


Richard J. Putz, 
Vice President and Controller 


DIRECTORS: 

Andrew H. Card, Jr.* Judith Richards Hope* 
Erroll B. Davis, Jr.* Charles C. Krulak* 
Thomas J. Donohue* Michael W. McConnell* 
Archie W. Dunham* Steven R. Rogel* 


*By /s/ Thomas E. Whitaker 
Thomas E. Whitaker, Attorney-in-fact 
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SCHEDULE II—VALUATION AND QUALIFYING ACCOUNTS 


Union Pacific Corporation and Subsidiary Companies 


Millions of Dollars, for the Years Ended December 31, 2006 2005 2004 
Allowance for doubtful accounts: 
Balance, beginning of period ........ cee $ 126 $ 107 $ 101 
Charges/(reduction) to expense ..... 0... cece eee cee eee eee e eens (7) 2 11 
Net recoveries / (write-offs) 0.0.0... ccc ccc cc ee een nen eens (20) 17 (5) 
Balance, etd of period. a iiccs ssa vaiceeewns seeeeb deer eee e e4eM OL EOS AS $ 99 $ 126 $ 107 


Allowance for doubtful accounts are presented in the Consolidated Statements of 
Financial Position as follows: 


CAMEL ENIE te evrgectis st cee carat, Ped arte aad yb eee Sta ae ee eh a Sn iad ao ac $ 6 $ 16 $ 19 
LOng= ter <5. i eacsntee oadnatoneitasaenwhasoeGaaertaaacncuae ad 93 110 88 
Balance, end of period. sicicccaasitedisrsiaaevgre tearerde ss seaderecays $ 99 $ 126 $ 107 
Accrued casualty costs: 
Balance, beginning of period ........ 0... cece eee eee eee e eens $1,354 $1,303 $ 989 
Charsesitd expense: cide vin cane ind iaeminie bene’ da va v UN Ae ede nas 417 409 683 
Cash payments and other reductions ......... 0... cece eee ee eee eee eens (494) (358) (369) 
Balance; etd of period. vicccicc cs vedeeeecaedeaeances da eeradeasaehereccaas $1,277 $1,354 $1,303 


Accrued casualty costs are presented in the Consolidated Statements of Financial 
Position as follows: 


CUTE ngce pds haat dee ee aPC a naa eee Oe SEMIS Cave aaa Ewe abana $ 409 $ 478 $ 419 
LOne eI a isonaeeaccendaaaa Senses tga vaeongeuaker eager aad ea 868 876 884 
Balance; end of period. snidvicssvecrecieas boanee peed ebieerecadeanegedsys $1,277 $1,354 $1,303 
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Union Pacific Corporation 


Exhibit Index 


Exhibit No. 


Description 


Filed with this Statement 


3(a) 
10(a) 
10(b) 
10(c) 
10(d) 
10(e) 
10(f) 
12 


21 


23 
24 


31(a) 


31(b) 


32(a) 


32(b) 


By-Laws of UPC, as amended, effective October 1, 2006. 

Form of 2007 Long Term Plan Stock Unit Agreement. 

UPC 2000 Directors Stock Plan, as amended November 16, 2006 and January 30, 2007. 

UP Shares Stock Option Plan of UPC, as amended November 16, 2006. 

The 1993 Stock Option and Retention Stock Plan of UPC, as amended November 16, 2006. 
UPC 2001 Stock Incentive Plan, as amended November 16, 2006. 

UPC 2004 Stock Incentive Plan, as amended November 16, 2006. 

Ratio of Earnings to Fixed Charges. 


List of the Corporation’s significant subsidiaries and their respective states of 
incorporation. 


Independent Registered Public Accounting Firm’s Consent. 
Powers of attorney executed by the directors of UPC. 


Certification Pursuant to Rule 13a-14(a), of the Exchange Act, as Adopted pursuant to 
Section 302 of the Sarbanes-Oxley Act of 2002 — James R. Young. 


Certification Pursuant to Rule 13a-14(a), of the Exchange Act, as Adopted pursuant to 
Section 302 of the Sarbanes-Oxley Act of 2002 — Robert M. Knight, Jr. 


Certification Pursuant to 18 U.S.C. Section 1350, as Adopted pursuant to Section 906 of 
the Sarbanes-Oxley Act of 2002 — James R. Young. 


Certification Pursuant to 18 U.S.C. Section 1350, as Adopted pursuant to Section 906 of 
the Sarbanes-Oxley Act of 2002 — Robert M. Knight, Jr. 
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Incorporated by Reference 


3(b) 


4(a) 


4(b) 


4(c) 


10(g) 


10(h) 


10(i) 


10()) 


10(k) 


Revised Articles of Incorporation of UPC, as amended through April 25, 1996, are 
incorporated herein by reference to Exhibit 3 to the Corporation’s Quarterly Report on 
Form 10-Q for the quarter ended March 31, 1996. 


Indenture, dated as of December 20, 1996, between UPC and Citibank, N.A., as Trustee, is 
incorporated herein by reference to Exhibit 4.1 to UPC’s Registration Statement on Form 
S-3 (No. 333-18345). 


Indenture, dated as of April 1, 1999, between UPC and JP Morgan Chase Bank, formerly 
The Chase Manhattan Bank, as Trustee, is incorporated herein by reference to Exhibit 4.2 
to UPC’s Registration Statement on Form S-3 (No. 333-75989). 


Form of Debt Security is incorporated herein by reference to Exhibit 4.3 to UPC’s 
Registration Statement on Form S-3 (No. 33-59323). Certain instruments evidencing long- 
term indebtedness of UPC are not filed as exhibits because the total amount of securities 
authorized under any single such instrument does not exceed 10% of the Corporation’s 
total consolidated assets. UPC agrees to furnish the Commission with a copy of any such 
instrument upon request by the Commission. 


Amended and Restated Registration Rights Agreement, dated as of July 12, 1996, among 
UPC, UP Holding Company, Inc., Union Pacific Merger Co. and Southern Pacific Rail 
Corporation (SP) is incorporated herein by reference to Annex J to the Joint Proxy 
Statement/Prospectus included in Post-Effective Amendment No. 2 to UPC’s Registration 
Statement on Form S-4 (No. 33-64707). 


Agreement, dated September 25, 1995, among UPC, UPRR, Missouri Pacific Railroad 
Company (MPRR), SP, Southern Pacific Transportation Company (SPT), The Denver & 
Rio Grande Western Railroad Company (D&RGW), St. Louis Southwestern Railway 
Company (SLSRC) and SPCSL Corp. (SPCSL), on the one hand, and Burlington Northern 
Railroad Company (BN) and The Atchison, Topeka and Santa Fe Railway Company (Santa 
Fe), on the other hand, is incorporated by reference to Exhibit 10.11 to UPC’s Registration 
Statement on Form S-4 (No. 33-64707). 


Supplemental Agreement, dated November 18, 1995, between UPC, UPRR, MPRR, SP, 
SPT, D&RGW, SLSRC and SPCSL, on the one hand, and BN and Santa Fe, on the other 
hand, is incorporated herein by reference to Exhibit 10.12 to UPC’s Registration Statement 
on Form S-4 (No. 33-64707). 


The Executive Incentive Plan of UPC, as amended May 31, 2001, is incorporated herein by 
reference to Exhibit 10(b) to the Corporation’s Quarterly Report on Form 10-Q for the 
quarter ended June 30, 2001. 


Written Description of Premium Exchange Program Pursuant to 1993 Stock Option and 
Retention Stock Plan of UPC is incorporated herein by reference to Exhibit 10(b) to the 
Corporation’s Quarterly Report on Form 10-Q for the quarter ended September 30, 1999. 


81 


10(1) 


10(m) 


10(n) 


10(o0) 


10(p) 


10(q) 


10(r) 


10(s) 


10(t) 


10(u) 


10(v) 


10(w) 


UPC Key Employee Continuity Plan dated November 16, 2000, is incorporated herein by 
reference to Exhibit 10(0) to the Corporation’s Annual Report on Form 10-K for the year 
ended December 31, 2000. 


The Pension Plan for Non-Employee Directors of UPC, as amended January 25, 1996, is 
incorporated herein by reference to Exhibit 10(w) to the Corporation’s Annual Report on 
Form 10-K for the year ended December 31, 1995. 


The Executive Life Insurance Plan of UPC, as amended October 1997, is incorporated 
herein by reference to Exhibit 10(t) to the Corporation’s Annual Report on Form 10-K for 
the year ended December 31, 1997. 


The UPC Stock Unit Grant and Deferred Compensation Plan for the Board of Directors, as 
amended January 1, 2003, is incorporated herein by reference to Exhibit 10(a) to the 
Corporation’s Annual Report on Form 10-K for the year ended December 31, 2004. 


Charitable Contribution Plan for Non-Employee Directors of Union Pacific Corporation is 
incorporated herein by reference to Exhibit 10(z) to the Corporation’s Annual Report on 
Form 10-K for the year ended December 31, 1995. 


Written Description of Other Executive Compensation Arrangements of Union Pacific 
Corporation is incorporated herein by reference to Exhibit 10(q) to the Corporation’s 
Annual Report on Form 10-K for the year ended December 31, 1998. 


Form of Non-Qualified Stock Option Agreement for Executives is incorporated herein by 
reference to Exhibit 10(a) to the Corporation’s Quarterly Report on Form 10-Q for the 
quarter ended September 30, 2004. 


Form of Stock Unit Agreement for Executives is incorporated herein by reference to 
Exhibit 10(b) to the Corporation’s Quarterly Report on Form 10-Q for the quarter ended 
September 30, 2004. 


Form of Stock Unit Agreement for Executive Incentive Premium Exchange Program is 
incorporated herein by reference to Exhibit 10(c) to the Corporation’s Quarterly Report on 
Form 10-Q for the quarter ended September 30, 2004. 


Form of Non-Qualified Stock Option Agreement for Directors is incorporated herein by 
reference to Exhibit 10(d) to the Corporation’s Quarterly Report on Form 10-Q for the 
quarter ended September 30, 2004. 


Form of Stock Unit Agreement for Executives, is incorporated herein by reference to 
Exhibit 10(b) to the Corporation’s Annual Report on Form 10-K for the year ended 
December 31, 2005. 


Form of Non-Qualified Stock Option Agreement for Executives, is incorporated herein by 
reference to Exhibit 10(c) to the Corporation’s Annual Report on Form 10-K for the year 
ended December 31, 2005. 
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10(x) 


10(y) 


10(z) 


10(aa) 


UPC Executive Incentive Plan, effective May 5, 2005, is incorporated herein by reference to 
Exhibit 10(d) to the Corporation’s Annual Report on Form 10-K for the year ended 
December 31, 2005. 


Supplemental Thrift Plan of UPC, as amended December 21, 2005, is incorporated herein 
by reference to Exhibit 10(e) to the Corporation’s Annual Report on Form 10-K for the 
year ended December 31, 2005. 


The Supplemental Pension Plan for Officers and Managers of UPC and Affiliates, as 
amended December 21, 2005, is incorporated herein by reference to Exhibit 10(f) to the 
Corporation’s Annual Report on Form 10-K for the year ended December 31, 2005. 


Executive Incentive Plan (2005) — Deferred Compensation Program, dated December 21, 
2005, is incorporated herein by reference to Exhibit 10(g) to the Corporation’s Annual 
Report on Form 10-K for the year ended December 31, 2005. 
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Exhibit 12 


RATIO OF EARNINGS TO FIXED CHARGES 


Union Pacific Corporation and Subsidiary Companies 


Millions of Dollars, Except for Ratios 2006 2005 2004 2003 2002 
Earnings: 

Netincome® :.¢5d.sosacedintasedawegcevlebaiasegeaode merece $1,606 $1,026 $ 604 $1,056 $1,265 

Equity earnings net of distributions ................-0005- (59) (48) (47) 15 (34) 
‘Total Carnes © 3:15 4.2.0.5 aves a areata haan ee oem et aaa ain 1,547 978 557 1,071 1,231 
INCOME TAXCS: is oe aeia Gade oeatiomes ehvnseinpneededen Ged 919 410 252 581 680 
Fixed charges: 

Interest expense including amortization of debt discount ..... 477 504 527 574 632 

Portion of rentals representing an interest factor............ 243 220 206 169 172 
Total fixed Chatees awisd wav sted we inies tak woes Mewta aad 720 724 733 743 804 
Earnings available for fixed charges .............00 00 cesses $3,186 $2,112 $1,542 $2,395 $2,715 
Ratio of earnings to fixed charges ........ 0.000. c cece eee eee 4.4 2.9 Ze 32 3.4 
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SIGNIFICANT SUBSIDIARIES OF UNION PACIFIC CORPORATION 


Name of Corporation 


Union Pacific Railroad Company 
Southern Pacific Rail Corporation 
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Exhibit 21 


State of 


Incorporation 


Delaware 
Utah 


Exhibit 23 
CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM 


We consent to the incorporation by reference in Post-Effective Amendment No. 1 to Registration Statement 
No. 33-12513, Registration Statement No. 33-53968, Registration Statement No. 33-49785, Registration 
Statement No. 33-49849, Registration Statement No. 33-51071, Registration Statement No. 333-10797, 
Registration Statement No. 333-13115, Registration Statement No. 333-16563, Registration Statement 
No. 333-88225, Registration Statement No. 333-88709, Registration Statement No. 333-57958, Registration 
Statement No. 333-61856, Registration Statement No. 333-42768, Registration Statement No. 333-106707, 
Registration Statement No. 333-106708, Registration Statement No. 333-105714, Registration Statement 
No. 333-105715, Registration Statement No. 333-116003, and Registration Statement 333-132324 on Forms S-8 
and Registration No. 333-88666, Amendment No. 1 to Registration Statement No. 333-88666, and Registration 
Statement No. 333-111185 on Forms S-3 of our reports dated February 16, 2007, relating to the consolidated 
financial statements and financial statement schedule of Union Pacific Corporation and Subsidiary Companies 
(which report expressed an unqualified opinion and included an explanatory paragraph relating to the 
Corporation’s adoption, in 2006, of Statement of Financial Accounting Standard No. 158, Employers’ Accounting 
for Defined Benefit Pension and Other Postretirement Plans) and management’s report on the effectiveness of 
internal control over financial reporting, appearing in this Annual Report on Form 10-K of Union Pacific 
Corporation and Subsidiary Companies for the year ended December 31, 2006. 


Delo.tt 7 “Jouche Uf 


Omaha, Nebraska 
February 22, 2007 
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Exhibit 24 


UNION PACIFIC CORPORATION 
Powers of Attorney 


Each of the undersigned directors of Union Pacific Corporation, a Utah corporation (the "Company”), do hereby 
appoint each of James R. Young, Barbara W. Schaefer, and Thomas E. Whitaker his or her true and lawful 
attorney-in-fact and agent, to sign on his or her behalf the Company’s Annual Report on Form 10-K, for the year 
ended December 31, 2006, and any and all amendments thereto, and to file the same, with all exhibits thereto, 
with the Securities and Exchange Commission. 


IN WITNESS WHEREOF, the undersigned have executed this Power of Attorney as of February 22, 2007. 


/s/ Andrew H. Card, Jr. /s/__ Judith Richards Hope 
Andrew H. Card, Jr. Judith Richards Hope 

/s/_ Erroll B. Davis, Jr. /s/ Charles C. Krulak 
Erroll B. Davis, Jr. Charles C. Krulak 

/s/ Thomas J. Donohue /s/ Michael W. McConnell 
Thomas J. Donohue Michael W. McConnell 

/s/_ Archie W. Dunham /s/__ Steven R. Rogel 

Archie W. Dunham Steven R. Rogel 


87 


Exhibit 31(a) 


CERTIFICATION OF PRINCIPAL EXECUTIVE OFFICER 


I, James R. Young, certify that: 


1. 


Zz 


I have reviewed this annual report on Form 10-K of Union Pacific Corporation; 


Based on my knowledge, this report does not contain any untrue statement of material fact or omit to state a 
material fact necessary to make the statements made, in light of the circumstances under which such 
statements were made, not misleading with respect to the period covered by this report; 


Based on my knowledge, the financial statements, and other financial information included in this report, 
fairly present in all material respects the financial condition, results of operations and cash flows of the 
registrant as of, and for, the periods presented in this report; 


The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure 
controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control 
over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and 
have: 


(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to 
be designed under our supervision, to ensure that material information relating to the registrant, 
including its consolidated subsidiaries, is made known to us by others within those entities, particularly 
during the period in which this report is being prepared; 


(b) Designed such internal control over financial reporting, or caused such internal control over financial 
reporting to be designed under our supervision, to provide reasonable assurance regarding the 
reliability of financial reporting and the preparation of financial statements for external purposes in 
accordance with generally accepted accounting principles; 


(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this 
report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of 
the period covered by this report based on such evaluation; and 


(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that 
occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the 
case of an annual report) that has materially affected, or is reasonably likely to materially affect, the 
registrant’s internal control over financial reporting; and 


The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of 
internal control over financial reporting, to the registrant’s auditors and the audit committee of the 
registrant’s board of directors (or persons performing the equivalent functions): 


(a) All significant deficiencies and material weaknesses in the design or operation of internal control over 
financial reporting which are reasonably likely to adversely affect the registrant’s ability to record, 
process, summarize and report financial information; and 


(b) Any fraud, whether or not material, that involves management or other employees who have a 
significant role in the registrant’s internal control over financial reporting. 


Date: February 23, 2007 


/s/_ James R. Young 


James R. Young 
Chairman, President and 
Chief Executive Officer 
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Exhibit 31(b) 


CERTIFICATION OF PRINCIPAL FINANCIAL OFFICER 


I, Robert M. Knight, Jr., certify that: 


1. 


Zz 


I have reviewed this annual report on Form 10-K of Union Pacific Corporation; 


Based on my knowledge, this report does not contain any untrue statement of material fact or omit to state a 
material fact necessary to make the statements made, in light of the circumstances under which such 
statements were made, not misleading with respect to the period covered by this report; 


Based on my knowledge, the financial statements, and other financial information included in this report, 
fairly present in all material respects the financial condition, results of operations and cash flows of the 
registrant as of, and for, the periods presented in this report; 


The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure 
controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control 
over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f))for the registrant and 
have: 


(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to 
be designed under our supervision, to ensure that material information relating to the registrant, 
including its consolidated subsidiaries, is made known to us by others within those entities, particularly 
during the period in which this report is being prepared; 


(b) Designed such internal control over financial reporting, or caused such internal control over financial 
reporting to be designed under our supervision, to provide reasonable assurance regarding the 
reliability of financial reporting and the preparation of financial statements for external purposes in 
accordance with generally accepted accounting principles; 


(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this 
report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of 
the period covered by this report based on such evaluation; and 


(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that 
occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the 
case of an annual report) that has materially affected, or is reasonably likely to materially affect, the 
registrant’s internal control over financial reporting; and 


The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of 
internal control over financial reporting, to the registrant’s auditors and the audit committee of the 
registrant’s board of directors (or persons performing the equivalent functions): 


(a) All significant deficiencies and material weaknesses in the design or operation of internal control over 
financial reporting which are reasonably likely to adversely affect the registrant’s ability to record, 
process, summarize and report financial information; and 


(b) Any fraud, whether or not material, that involves management or other employees who have a 
significant role in the registrant’s internal control over financial reporting. 


Date: February 23, 2007 


/s/ Robert M. Knight, Jr. 


Robert M. Knight, Jr. 
Executive Vice President — Finance and 
Chief Financial Officer 
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Exhibit 32(a) 


CERTIFICATION OF CHIEF EXECUTIVE OFFICER PURSUANT TO 
18 U.S.C. SECTION 1350, 
AS ADOPTED PURSUANT TO 
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002 


In connection with the accompanying Annual Report of Union Pacific Corporation (the Corporation) on 
Form 10-K for the period ending December 31, 2006, as filed with the Securities and Exchange Commission on 
the date hereof (the Report), I, James R. Young, Chairman, President and Chief Executive Officer of the 
Corporation, certify, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes- 
Oxley Act of 2002, to the best of my knowledge, that: 


(1) The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange 
Act of 1934; and 


(2) The information contained in the Report fairly presents, in all material respects, the financial condition 
and results of operations of the Corporation. 


By: /s/ James R. Young 


James R. Young 
Chairman, President and 
Chief Executive Officer 
Union Pacific Corporation 


February 23, 2007 
A signed original of this written statement required by Section 906 has been provided to the Corporation and will 


be retained by the Corporation and furnished to the Securities and Exchange Commission or its staff upon 
request. 
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Exhibit 32(b) 


CERTIFICATION OF CHIEF FINANCIAL OFFICER PURSUANT TO 
18 U.S.C. SECTION 1350, 
AS ADOPTED PURSUANT TO 
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002 


In connection with the accompanying Annual Report of Union Pacific Corporation (the Corporation) on Form 
10-K for the period ending December 31, 2006, as filed with the Securities and Exchange Commission on the date 
hereof (the Report), I, Robert M. Knight, Jr., Executive Vice President—Finance and Chief Financial Officer of 
the Corporation, certify, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes- 
Oxley Act of 2002, to the best of my knowledge, that: 


(1) The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange 
Act of 1934; and 


(2) The information contained in the Report fairly presents, in all material respects, the financial condition 
and results of operations of the Corporation. 


By: /s/__ Robert M. Knight, Jr. 


Robert M. Knight, Jr. 

Executive Vice President — Finance and 
Chief Financial Officer 

Union Pacific Corporation 


February 23, 2007 
A signed original of this written statement required by Section 906 has been provided to the Corporation and will 


be retained by the Corporation and furnished to the Securities and Exchange Commission or its staff upon 
request. 
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CORPORATE INFORMATION 


CORPORATE HEADQUARTERS 


Union Pacific Corporation Union Pacific Railroad Company 
1400 Douglas Street 1400 Douglas Street 

Omaha, NE 68179 Omaha, NE 68179 

(402) 544-5000 www.up.com 


www.up.com 


TRANSFER AGENT AND REGISTRAR OF STOCK 


Computershare Investor Services, LLC 


For US. Mail: For Express Service Delivery: 
P.O. Box 43036 250 Royall Street, Mail Stop 1A 
Providence, RI 02940 Canton, MA 02021 


Most questions regarding your account may be answered by contacting the automated Computershare Investor Services Help Line 
at (800) 317-2512 from your touch-tone phone, 24 hours a day, 7 days a week. Service representatives are available on the Help Line 
from 8 a.m. to 5 p.m. Central Time, Monday through Friday. You may also write to Computershare at the appropriate address above, 
or you may contact Computershare online at www.computershare.com. 


STOCK LISTING ANNUAL MEETING OF SHAREHOLDERS 
New York Stock Exchange (NYSE) May 3, 2007 
Ticker Symbol: UNP Little America Hotel 


500 South Main Street 
Salt Lake City, UT 


INFORMATION SOURCES 


The contact for media inquiries is Corporate Relations at (402) 544-3529. Institutional investors and financial analysts can 
contact Investor Relations at (402) 544-4227 or (877) 547-7261. Written inquiries for Corporate or Investor Relations can be 
directed to Union Pacific Corporation’s address listed above. 


Individual shareholder questions should be directed to the Corporation’s Transfer Agent using the contact information above. 


SEC FILINGS AND OTHER CORPORATE INFORMATION 


Union Pacific makes available free of charge on our Internet Web site at www.up.com/investors our annual reports on Form 10- 
K, our quarterly reports on Form 10-Q, our current reports on Form 8-K, our proxy statements, Forms 3, 4 and 5, filed on behalf 
of directors and executive officers, and amendments to such reports filed or furnished pursuant to the Securities Exchange Act of 
1934, as amended, as soon as reasonably practicable after such material is electronically filed with, or furnished to, the Securities 
and Exchange Commission (SEC). We also make available on our Web site previously filed SEC reports and exhibits via a link to 

“EDGAR” on the SEC’s Internet site at www.sec.gov. Additionally, our corporate governance materials (including By-Laws, Board 
Committee charters, governance guidelines and policies, and codes of conduct and ethics for directors, officers and employees), 
news releases, investor fact books and other general information about Union Pacific are available on our Web site. From time to 
time, the corporate governance materials on our Web site may be updated as necessary to comply with rules issued by the SEC 
and NYSE or as desirable to promote the effective and efficient governance of our Company. 


Copies of Union Pacific’s 2006 Annual Report/Form 10-K and other corporate materials also are available, without charge, 
by writing to: 


Secretary 

Union Pacific Corporation 
1400 Douglas Street, 19th Floor 
Omaha, NE 68179 


BUILDING AMERICA” 


=—— lWnlon Pacific Aaliroad 


Uinken Pacific Wie Haulage er 
Trackage Rights 


Mexico Rall Systems 


UNION PACIFIC 

Headquartered in Omaha, Nebraska, Union Pacitic Railroad operabes more than 
1 300 route mules im the western two-thirds of the United States SU po ting the 
nation's coonamy, Union Pacific links 25 states, ewery mapor West Coast and Gull 
Coast port, and the fastest-growing U.S. population centers. The Railroad has one 
of the industry s most diversiiied commodity mixes and serves the East through 


four major gateways in (ohpcago, St. Lows, Memphis and New Orleans, Additionally, 


Umien Pacihe coon Peels lth Canadas rail sy SACS & neal is th fon allroad scTVINng BUILDING AMERICA fe 


alll Sie MBE Ralcway & ip Whey Tat he { OM Pay § OOM] DEE s¥aicms P oy ide f cal- 
time information about customer shipments moving daily aboard more than 
4.400 trains, many of which are contralled by Omaha's Harriman Dispatching 
Center. The Railroad operates almost §,500 locomotives, most equipped with 


COMM pt ed contral svetems, and freight cars total over 104.700. Union Paciti 


BUILDING AMERICA’ 


1400 Douglas Street Omaha, Nebraska 68179 www.up.com 


